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ROYAL COMMISSION ON CO-OPER.TIVES 


eee 


The Commission appointed to inquire into the 
present position of co-operatives in the mat- 
ber OL ancome and.excess profits: tax; organ- 
ization and business methods and operations, 
and the comparative position of persons 
engaged in business directly competitive 
therewith, met in Winnipeg, Manitoba, on 
Monday, February 5, 1945, with sittings con- 
Linus on, Fepruary 6,97 and 8. 


PRESENT: 
The Hon. Mr. Justice HRROL M. McDOUGALL, Chairman 
B. N. ARNiSON 

Ge A.» BULTOTT 

J. M. Ni.DEsU Commissioners 
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Re ts Micliken, Kk.C. Saskatchewan Co-operatives 
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Walter C. Thomson Live Stock Commission Merchants 
Edwin Loftus Board of Trade 

A, &. Dilts . Independent Dairy & Creamery 


Companies of Manitoba 
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-~1725- Winnipeg, Manitoba, 
February 5, 1944. 
THe commission met’ au 10730 @.m., Mrs sustice 


McDougall presiding. 


THE .CHATRMAN: Even at the risk of being tedious to 
those who have followed the Commission so far, 1 think 'T 
should read once more the terms of reference by which the 
Commission is guided: 

The present Commission has been constituted under and 
in Virtue of order in council No. 98725, dated ‘November 16, 
1944, for the purpose of inquiring into -- 

*(a) the present position of cooperatives in the mat- 
ter of the application thereto of the Income Tax Act and 
the Excess Profits Tax Act, 1940, and 

(ob) the organization and business methods and oper- 
ations of the said cooperatives as well as any other mat- 
ters relevant to the question of the application of in- 
come and profits tax measures thereto, and 

(o) the comparative position in relation to taxation 
unger the Said Acts of persons engaged in any Line of 
business in direct competition with cooperatives,and 
reporting in so far as the same can conveniently be done, 
all facts which appear to them to be pertinent for deter- 
mining what would, in the public interest, constitute a 
just, fair and equitable basis for the application of the 
Income War Tax Act and the Excess Profits Tax Act, 1940, 
to cooperatives and to persons other than cooperatives 
in respect of methods of doing business analogous to co- 
operative methods, such as the making of payments 
commonly called eee re and to make such 
recommendations for the amendment of existing laws as 


they consider to be justified in. the public interest." 
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Adherence to the foregoing terms of reference is 
essential to the prompt and efficient completion of the 
labours BF the Commission, and J venture to hagpe that 
Counsel appearing before us will be guided by this obser- 
vation. 

i need hardly point out that it is no part of the 
mission with which we are entrusted to try any particular 
Gase 01 LO make a ruling ino fregard to the tax liability 
of any person or organization. Wwe shall endeavour merely 
to find the facts upon which an intelligent report may be 
dediverod, leaving to other authority, as, if and when 
it is deemed advisable, to implement such recommendations 
as we may consider appropriate. 

MR. PARKER: JI have had an opportunity of conferring 
Dristiy With @ number of Counsel present and have drawn 
up a tentative list showing the order in which I suggest 
the cases should be heard. Unless there is some food 
reason why Counsel find it particularly inoonvenient to 
folLiow that order, I would ask their cooperation in thas 
regard, because Irom alli cope ecen tl think our time is 
Likely to ube fully occupied) in Winmines. 

THE GHATRMAN;: .I think it should also - be pointed out 
that briefs that have not been filed in accordance with 
the notice given mst of necessity go to the foot of the 


list. That seems clear, 
Brief presented by Income Tax Payers Association 


MR. PARKER: I suggest that we take up first the brief 
filed by the Income Tax Payers Association. The brief was 
Signed by Mr. Thorvaldson and Mr. Herbert Adamson, both of 
whom are present. It is lengthy. I have had an opportun- 


ity of reading it and I may say that it contains a great 
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deal of statements of fact. I suggest to Mr. Thorvaldson 
for his ‘consideration that in presenting une Dire. 2 oy 
will not be necessary for him to read it in its entirety. 
There are certain paragraphs which he may desire to speak 
coy ee that’ out as a suggestion in order 
that we may get the benefit of its full contents in the 
shortest possible time, 

MR. THORVALDSON: The first section of this submission 
by thewincome Taxpayers Aesociat ion wii be read by Mr. 
Adamson and the second section by myself. Mr. Adamson 
will proceed now. 

MR. PARKER: Perhaps we should have an understanding, 
Mr. Adamson, I understand, is appearing in the capacity 
of Counsel. Counsel present might wish to ask him ques- 
tions and I thought perhaps we should have that point 
settled at the start. 

THE CHAIRMAN: You had better declare your represent- 
ation in detail, Mr. Thorvaldson,. 

MR. THORVALDSON: Mr. Adamson is appearing, sir, in 
the capacity both of secretary and of association counsel 
with myself. 

THE CHAIRMAN: I believe some members of the Commis- 
sion are interested to learn whether this is an incor- 
porated body. 

MR. THORVALDSON: No, it is not, Mr. gGhairman. Mr. 
Adamson will make a statement as to the membership of 
the organization. Any questions that counsel for the 
Commission would like to ask him as to the association 
he would be glad to answer. 

MR. PARKER: It has been intimated to me by some 


Counsel present that they will probably want to coross- 
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examine Mr. Adamson on this, and if so he should be sworn. 


THE CHATRMAN: CGounsel oan remain at the eines: 


table, but on questions of fact he had better be sworn, 


MR. ADAMSON: The voluntary membership of the Income 


Tax Payers Association is 6,300 from all across Ganada, 


consisting of Canadian taxpayers, all individual taxpayers. 


The brief reads: 


"Memorandum submitted to The Royal Gommission 
Appointed to enquire into the application of 
Income Tax and Excess Profits Tax to Coe 
operative Companies and Associations and to 
Mutual Corporations by Income Tax Payers 
Association. 


SECTION 1 


#(1) Some of the objects of Income Tax Payers Association 


Gio 


(a) 


To investigate and study the incidence of Income 
Tax, both generally and as it may affect any par- 
bLeukar’ Crede, industry ,) businessyorrelass or 
individuals; 

To- séek” and) obtain the simplification of Income 
Tax Laws; 

To inform members of the association from time to 
time of the provisions of any income tax legisla- 
tion and of any new developments in Income Tax 
Law; 

To afford income tax payers an opportunity of act- 
ing unitedly in making representations to the 
proper authorities to secure relief from inequal- 
134168 in Income Tax law of administration; and to 
give publicity to such inequalities with a view to 


obtaining the redress thereof. 


"(2) Obviously any exemption from taxation concernsevery 


taxpayer because any exemption either diminishes the 
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national revenue or increases the burden of taxation on 
the rest of the taxpaying community. It follows, there- 
fore, that claims to be relieved of a proportionate share 
of the cost of national defence and of other services 
rendered by the stase should be closely scrutinized from 
the point of view of the national interest and economy, 
The appointment of this Commission is therefore welcomed 
by our members who believe that the existing exemption 
enjoyed by cooperatives and mutual fire and casualty 
insurance companies is unjustiried, 
(3) The very first of Adam Smithts famous maxims or 
principles of taxation is} 

'The subjects of every state ought to contribute 

towards the support of the government as nearly 

ao DOSSiDle im proportion to thoir respective 

SOUT Les. uieau wo, i cproportion bo whe wre venus 

which they respectively enjoy under the protection 

of the state,' 

NAn even earlier declaration of the principle is to 
be found in the Marquis of Halifaxts 'Essay on Taxation! 
written in 1693 (Cobbettts Parliamentary History, Vol. V, 
ADDe 12) . The author lays down no less than seven gen 
eral rules or principles which he considers ought to 
govern the imposition of taxes, the last of which is: 

tSeventhly, above all, that equality should be 
observed in the imposition,’ 
(4) Additional authorities for this cardinal principle 
of taxation might be given but it is so well established 
that it is unnecessary to mention them; and the author 
ities given are mentioned only as a reminder of how deep-= 
ly rooted is the principle in the parliamentary system of 


government. It is true to say that in Hngland full 
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recognition of the principle coincided with the establish- 
ment of, the supremacy of Parliament in the constitution of 


the Government. 


WPART IT ~— THE DOCTRINE OF MUTUALITY 
"(5) In the United Kingdom the income tax liability of co- 
operatives has been the subject of enquiry by no less than 
three different committees: the Ritchie Committee of 1905, 
the Hoyal Commission of LT9L9-1920 and the Ghancelior of 
tne Beehnaquer™s Select: Committes of 1955. The exemption 
of these organizations has always been statutory and was 
originally eranted them as friendly societies. put 
although in the 1904-5 enquiry the provident nature or 
'thrift' aspect of the oo-operatives! activities is men- 
tioned, the main A BA eh both on that occasion and upon 
each subsequent enquiry, was whether having regard to the 
CONStITUTION and Operavions of the co-operatives their 
transactions constituted trading and whether the surplus 
Gerayed ir Out a Unely trading was a profit assessable to tax 
under the Income Tax Acts of the United Kingdom (Ev. 19, 
footnote pe. 593). The co-operatives claimed that their 
surpluses were not assessable to income tax Deoause their 
transactions with their own members constituted mutual 
breading and thab they were, therefore, entitled to exemp-= 
tion under the principles laid down by the House of Lords 
in the case of the New York Life Insurance Co. v. Styles, 
goo, 14°A.0, SOl, “It le Mectessary, therefore, as a pre~ 
liminary, to consider the doctrine of mutuality as stated 
in this and subsequent cases. 

(6) The doctrine of mutuality as expounded in the Qtyles 
case is that there must be two parties to a trading trans- 


action; that where the buyer and seller are identical 
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there is no trading, or if indeed there be trading that 
egy -resu loving surplus, issmot «profit which is liable to 
income tax because you cannot make a profit by trading 
with yourself. If, therefore, the insurance company be 
nothing more than the aggregate of its several members, 
premiums paid by members for insurance on their own lives 
are only payments into a common fund for a common purpose. 
True, the company is the fund-holder but it is merely the 
agent of the members. If then, the contributions to the 
common fund prove in the result to be greater than is re- 
quired to effect the insurances, and the company returns 
part of the premiums to the members, such dividends are 
not'a distribution of profit made by the company, but 
are merely refundg of over-payments. 
(7) Lord MacMillan in the case of Municipal Mutual 
insurance ; itd: we Hille: (2968))16..7.0. 440, makes the 
following comment on the Styles case: 
'The, cardinal, requirement is that all the contribu- 
tors to the common fund must be entitled to partic- 
pate: im, bhe surplus and. that all the participators 
in the surplus must be contributors to the common 
fund; in other words, there must be complete iden- 
tity between the contributors and the participat- 
ors: (Lf this,requirement :is matisfied,..the partic- 
ular form which the association takes is immater- 
take 
(8) The Hills case illustrates the narrow field to which 
the principle and the resulting exemption has been re- 
stricted. In this case the company carried on a» business 
primarily for the purvose of enadling public bodies to 
ensure against fire on favourable terms. The company 


also carried on a considerable business in employers 


| ry 


pe 


ae 


if ea tiene ee, hseies Te FUNC | | | 
) vee box sipod See nciae BF: fu the a » alone etd % aa 7 a 7 
| BP iy it reed aba miey ad, te, abegen pe eee anes “nea ion 
BE Berilore vigsusne Lh nas Menten nea de tet ad Aha | 


rt 


pay 


— de asia ate oo ia eet, ss, to eae eS ef ; 
ec oh png wih 2 sl on y her tea mee e toe 
7: oe - ait (act hiseriodnci fe. abn tes sae it | | é 
bbe BON, hae Ltt, Sa ate aaa tee eC rel ink = as) NS ¢ ‘ 
Piacnnn A ea Lod (dow): aay fe 4% Stl), ones 
a mae elie Bete OAL Ga ANT gat wikia 


| 
wer 


mai at teva ieee e Licht staan ps femtiins ee 4: 


Reem, 0 pt Gate. we jaca pou ‘enmhiings ede rit eee Eh) 2 ‘ 


be Bik, f ee, pee el salt mili: ast vite 
mae bec P “s te 5 tia ee ee 

7 eat aii. Se > Ene yd “site oon Aesuniind sty , 
ba Cay ye : Bhi TRG ARES Clie oe Gad Mh  ewtea 2g . 
ete: Se eae ae ee a uit ata sal ‘> a | 
; fr | : a De ase 2 hi ae ‘eee 
PT ke bu de alt > eu waa 3 te Ph an f > epee Ha? 1% edit: : ee = 


Pa Vee = Bape ey ‘Sie cee et eer” 


wi mug s(t PPC NERD | ae, sais ee : CeO oli th ( nalbeeesd ses de 
pars 180. 20, aOR RA, a Axel aplibapemn face.” 
eee. uy slr Se) eh ee, meet ie Ses) 
POO Seer Hd oie ae ahd iit nbc ye hagpaies ois 


Le j \ 


-1732- Mr, Adamson 


liability and miscellaneous insurance with members and 
non-members; and it was held that the company was assess- 
able to tax in respect of the whole of its employer's 
liability and miscellaneous inSurance business, including 
that portion of such business written for members. The 
reason was that in respect of employers liability and 
miscellaneous business mutuality did not exist as some 
only of the members participated therein. In the case 

of a distributive co-operative this means that all menm- 
bers would have to purchase every kind of article or com- 
modity dealt in by the co-operative, (See article 
entitied ''Paxation of ‘Go-operative Dividend’ by Professor 
D. H. MacGregor, Hconomic Journal, 1933, Vol. 43, p. 40 
at pe 05). 

"(9) After the Styles case some doubt existed as to 
whether it was possible in view of the remarks of soms of 
the Lords Pomer purely mutual company to carry on a 
trade, but inwe26 the House of Lords decided that’ a 
strictly mutual company--a fire insurance company--was 
carrying on a trade or business’ and was liable to Corpor- 
ations Tax then in force in the United Kingdom (Cornish 
Mucued Aeeee 260s Lids Ve isk. , i926, A.C. cel) » 

(10) In 1927 the House of Lords decided in the case of 
a company limited by guarantee and formed by employers to 
indemnify themselves against liability for fatal accident 
claims that the company's income was not assessable to 
tax on the principle of mutuality, although the company 
did not repay to its members the surplus receipts from 
premium but carried them to reserve. {Jones v. S. W. 
Lancashire Coal Owners Assn. Ltd,, 1927, A.C, 827). The 


business of the company was confined to its members. 
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(11) All these cases are cases of insurance. The only 
reported case in the United Kingdom dealing with the 
right of co-operatives to exemption on the ground that the 
door ine of mutuality applied, is the case of Commissioner 
of Inland kevenue Vv. (The Sparkford vale Co-operative 
Society, L920, ie T.0,. GUL, “in this cace Mr. Justice 
Rowlatt decided that the co-operative society which was 
a producer or marketing co-operative, was liable to cor- 
poration profits tax because (p.894): 

'The society here on the case stated before me buys 

milk from its own members. It is nota consignee 

for Galo [Or ats OWN Members, Dut LL buys: Trom its 

OWN embers, of SO 1% is stated, ‘and selis again 

bo Une pupiic. Now the profit that it makes does 

not in my judgment in the least arise from trading 

with its own members. [It has no profit from buy- 

ing milk from its own members, and if the public 

to whom they sell do not pay for it they do not 

Sel eny Meorit ay ail, OT if they vannot eflrect 

sales’ to the general public then they-do-not 

make any prorite;  “The-prolits are made Dy the 

Sel line Ol Une arulele, nobraby the OUyIne of iG 


at ali, in thé meaning of this sub-seetvion.* 


Findings of the Ritchie Committee 1905 

(12) As already stated the liability of co-operatives 

to income tax was the subject of enquiry by three different 
committees in the United Kingdom, namely; the Ritchie Com- 
mittee of 1905 (a Departmental Committee), the Royal com~- 
mission of 1919-20 and the Chancelior of the Exchequer's 
Select Committee of 19335. 

t (13) The Ritchie Committee held in effect that the cror- 


ations of the co-operatives constituted mutual trading; 
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\ 


therefore, that neither the surplus derived from their 
transactions nor the ‘divit should be liable to tax and 
that the co-ops should continue to enjoy their statutory 
SeeUpisOn EV elco, Pe 0, Dard. 2o)a) The Committee 


reported in part: 


wes sale, SOntColled yea yidend" arises from the fact 
that the prices charged by the society to its mem- 
berseareccinvexcess-of cost price.  If\the goods were 
distributed aU ‘ure “exact cost=price, there would ts 
no "duivwideud" end. it follows), that, nowequestion of 
income tax could arise. But the societies, for what 
they Gonsaderso00d. reasons, .preier .b0.Lix.a)\ seals. of 
prices which leaves a margin over and above cost. 
Thus san ad justmentyhas. to: besmade, periodically, and 
the balance between cost price and distributing 
price is divided among the members in proportion to 
the value of their purchases. This *dividend" is 
clearly nou orolit,- put merelyve return LO members 


of sums which they have paid for their own goods in 


excess, Ob the cost price. .There can be no doubt 


seer: wren emery RR AE CT TEN RN 


that the procedure which we have described--resulting 
as it docs.in, periodical returns. to members--l1¢e con- 
ductive, bO Dnrift, end. we. see no. reason) Tor, discour- 
eels Lt. 

‘tA Socisty may, however, of course, make profit on 
dealings with non-members . EA SRO. Lyi lethal 
cass of most ordinary societies, very small. in 
amount. But, so, far 4s. any Such. profit is: made, 
and so far as any interest is paid on capital, if 
that profit or interest comes into the hands of 
any person whose income is over £160, it ought to 


be, and it is, taxable.! 
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"The underscored words make it plain that the finding was 
based on the doctrine of mtuality and involves the idcn- 
tification of the co-op with its members and ignoring the 


existence of the co-op as a legal entity or corporation. 


Findings of the Royal Commission 1920 
"(14) The majority of the Rove Commission of 1920 came 
vO re Usgitercns conclusion (Oma. 615, pp, 120)... Whey re- 
ported: 

*550. We have weighed very carefully all the evidence 
as to the nature of the result of transactions be- 
tween a distributive Co-operative Society and its 
members, and we have come to the conclusion that any 
part of the net proceeds which is not actually 
returned to members as "dividend" or "discount" is a 


profit which should be charged to Income Tax,?' 


THE CHATRMAN: Are you going to read all through the 
authorities? We might pass them. The commission has 
Boch most, Ca titose Cases tbat are Greet erred: ao, 

MR. ADAMSON: The only comment is that in these find- 
ings of the Royal Commission no distinction is made as to 
the allowance of the "divitt or patronage dividend as be- 
tween the joint stock company paying them and the co- 
operatives. Continuing: 

"Tt should be mentioned that non-member business was 

estimated by the Board of Inland Revenue at something less 
Pie ooo the potal (Omid. 615. 7. 80. pe ra Ga ie, 
*(15) There were twenty-four Commissioners in all and 
the seven Commissioners who dissented said in part (cmd. 
bio. Dp», Lo) + 

‘If there were in the United Kingdom, as there is ix 


the United States of America, a corporation tax 
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levied specially oh corporations as such, it would, 
no doubt, be proper that a co-operative society 
should, as a separate legal entity, be made liable 
to that tax. But the Income Tax is not a corpor- 
ation tax. It is a tax upon the incomes or profits 
of individuals, and though for convenience it is 
assessed in the first instance upon corporations in 
which they hold interests, the amount of it is 
always adjusted to the income not of the corporation, 
Dutecl the andividual shareholders, ft is true, that, 
when a company receives profits which it does not 
distribute, the profits are taxed at the standard 
rate.! 
(16) Four of the Commissioners who signed the majority 
report mde certain reservations.. Two of them, Mr. Ernest 
Ge Pretyman‘and: Mr. J. SS. Harmood-Banner,; stated inotheir 
reservation (Jmd. 615, p. 165) that the question of income 
tax liability should be decided first as a matter of law 
and that if co-operatives should be found to be exempt 
from income tax on legal grounds that means should be 
Geviseduhorataxing them, in view of the very large trade 
carried on by them and the high rate of tax which gave 
them an advantage over the ordinary trader. 
Ae The other two Commissioners who made a reservation, 
the late Lord Stamp (Dr. J.C. Stamp as he then was) and 
Mr. William McLintock, stated (Omd. 615, pp. 166-7) that 
if the operations of the co-operatives did not constit- 
ute mutual trading there was a reasonabie or 
logical ground upon which the divi could be exempt and 
that viewed objectively it was difficult to see any 
difference between the activities of the co-operatives 


and those of an ordinary company. However, as in the 
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result the practical effect of the majority Re eee ee 
tion was to put co-operatives in the same position as an 
ordinary trading company, they felt that the majority 
recommendations were justified. They seem to have agreed 
with the majority report in treating the divi as a defer- 
red trade discount, not as a matter of principle but on 
erounds or practical expedisncy. Wwe do not attempt to 
make a satisfactory summary of this reservation and the 
Commissioners will no doubt have the full text of it 
before them. 

# (18) The report of the Royal Commission was duly pre- 
sented to Parliament but no action was taken on that 

part of it relating to co-operatives until 1933. In the 
meantime, the continued growth of the co-operative 
societies and the progressive increase in the rates of 
income tax had caused wide-spread dissatisfaction among 
ue Ordinary traders: OF) (the countrys andr im order io 
settle the question, Mr. Neville Chamberlain, as Chan- 
cellor of the Exchequer, appointed a special committee 

to enquire into the position of co-operatives in rela- 
tion to income tax. 

Findings of theselect Committee of 195% 

(19) Before this Committee of 1933 the Co-operatives 
again contended that they were mutual traders but the 
Committee unanimously rejected the claim and recommended 
that they be treated in all respects as ordinary traders. 
The findings were the same as those of the majority of 
the Royal Commission of 1920 except that the corporate 
character of the co-operatives was insisted upon even 
more emphatically in view of decisions of the Courts in 
income tax cases since the report of the Royal commission 


of 1920. The divi they said should be deductible by the 
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company as a trade expense and be treated as a deferred 
trade discount or bonus as the case might be in the hands 
Or the Tecipicnt. “They reported in part’ (Omds 4260, peo). 

I take it you have read this? 

THE CHAIRMAN: Yes. 

MR. ADAMSON: I would read however the following por- 
Lions which are underscored in° the brief. 

"A Society which is registered under the Industrial 
and Provident Societies Act is an incorporated body, and 
it is clear from judgments of the Courts, since the Royal 
Commission reported in 1920, that an incorporated body is 
aetvercal Cnultly apart Lrom its members,  Therexistence of 
this entity seems to us to be a matter which cannot be 
ignored in considering whether there is true mutuality 
Oi CPAs OT ROG. 

(Ne sre Unoele Go Sec any reasonable eround Tor noid 
ing that the undistributed surplus derived from the trad- 
ing of a Society with its members should be exempted from 
imcome Tax Dy Yelerences tbo the nature: of’ the source from 
which it arises." 
ho cenvinue: 

Relative Position of Company and Co-Operative and 

Mutual Corporations in the United Kingdom under 

Section 51 of the Finance Act, 1955 
"(21) The allowance of the divi and insurance bonuses as 
a trade expense would appear at first sight to give the 
co-operatives and the mutuals a great advantage over the 
ordinary joint stock corporation as not many corporations 
pay divis and such would indeed have been the case if the 
ordinary joint stock company ultimately paid tax on its 
distributed profits. The fact is, however, that in the 
United Kingdom a joint stock company ultimately bears 


income tax only on its undistributed profits. 
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Hive) Sir Pode Griges, Chairmen of the Board of Inland 
Revenue, described the taxation of the income of compan- 
fe3 in, tie United Kingdom ag frolliows (Ev. 35, p. 86, 

Os Jeo 6b séq.): 

“The ordinary trading company is taxed (at the stand- 
en rate) on the full amount of its profits. 1b: 
pays dividends to shareholders and it is entitled to 
deduct from those dividends Income Tax at the stand- 
ard rate and put the amount deducted back into its 
own. Tunds in récoupment pro tanto of the tax directly 
assessed on the company. That means in fact that the 
company finally bears no tax on its distributed 
income, but bears tax on the undistributed income at 
the Tui rate Of OS y si vGne: 3 

Qe Now the undistributed income, is that taxed as a 
separate entity? Ae NOs) DUU the. as. COn cb. ae 00 fae 
by the company as a separate entity. 

i.) Then Isa Sseparave income? Ain NOG!) Ji" LeareuE ow 
wheat is left of its income after its distributions 
to individual shareholders. 

Chairman: That was decided in Blottts case? 

Sir Geoffrey Corbett: And. then the shareholders 
when they receive their dividend are entitled to a 
refund in the ordinary way? Bey? Oe OU, Can pas 
it this way, that as regards the distributed income 
the company is a mere channel through which the tax 
is deducted but with regard to the undistributed 
income the burden rests finally on the company.*" 

The rest of the authorities are to the same effect. I 


will skip what follows and come to paragraph 25. 


#(25) In other words the company has the statutory right 


to shift the incidence of the tax on its distributed 
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profits to the shareholders. The three years average of 
profits of trading was abolished in 1926 (Konstam, pp. 140 
141 and 498) and it is only in exceptional cases that a 
company is liable to surtax (Konstam, p. 300); the assess- 
ment in such cases being designed to prevent accumulation 
Gi Ds OLite Usevece surtax... Thus, speaking generally, the 
tax imposed on companies in the United Kingdom is not a 
graduated tax but is at the standard rate which is a flat 
fave, and wie incidence of the tax is, therefore, pract= 
ically the same as if dividends paid to shareholders were 
deductible by the company as a trade expense. 
(26) In view of the foregoing it rehiaey: seen that if 
the Royal Commission or the Gommittee of 1933 had failed 
to allow the divi as a deduction from the taxable profits 
of co-operatives that the result would have been to tax 
a larger proportion of the co-operatives! profits than if 
they had been ordinary joint stock companies. Such dis- 
crimination would certainly have given the co-ops a just 
cause for oomplaint. 
wry That the co-operative societies in the United 
Kingdom as such enjoy no advantages over the ordinary 
joint stock company in the matter of income tax is made 
clear by the [ollowine Letter from‘ir. R.A. Palimer, the 
General Secretary of the Co-operative Union, Ltd. to 
the Hditor-of the Heonomist, published in the issue for 
bile, LOuntos July puede. ns. Ges 
'Sir--In the otherwise very admirable article on-.the 
Centenary of Co-operation which appears in the issue 
for July lst, there is a statement contained on page 
21 to the effect that co-operative societies enjoy 
some taxation advantage. This, however, really is 


not so. They are subject to taxation in the same 
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Way as all other businesses. They are liable to In- 
come Tax, Excess Profits Tax, and National Defence 
Contribution on trading profits, and to Income Tax on 
investments income. They are also liable to pay on 
the income derived from the ownership of land and 
Preperuy under Gcheduls Dp. In short, they. are tax— 
Sponge schedules) (Ay Bo Oyand Dwdike all other 
businesses and trading organizations. 

'The only advantage @o-operative societies enjoy, if 
such it can be called, as compared with limited com- 
panies, Ss that instead of tax being levied on) the 
S0cleny in Pespectl’ to interest on capival and Loans, 
which in the oase of companies corresponds to dividend 
On capital and interest on loans and debentures, it 1s 
levied directly on the individual shareholder or Loan— 
Beaiierwand TytvitpoOn, the Society. us tintbercet as 
paid in full before deduction of tax by the co- 
operative society but the individual recipient must 
account To GheiTax Authorities ifste,isiiiable. 
Ultimately, therefore, the position of a shareholder 
Or loanholderin.a@ co-operative society in relation 
to taxation liability is exactly the same as that 
Of a shareholder or Lloanholder in a company, for in 
tune latter case, although interest may be deducted, 
if the person concerned has income below the abate- 
mena Levels the tax deducted can be recovered, 
Otherwise the position so far as taxation liability 
as between co-operative societies and other trading 
organizations is exactly the same. There is no point 
of difference.-- Yours faithfully, 

Rh. A». Faimer 


General Secretary, Co-operative Union Limited." 
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That means that a joint stock company can compete with 


a co-operative. 


Abolition of Doctrine of Mutuality in the 
United Kingdom 


OE NN EA EE 


it (28) The crucial point in the reports of these commis- 
Sions was that a co-op--being organized as a corporation-- 
is a legal entity apart from its members; and this finding 
is fully in accordance with cases in the field of company 
law decided in the Courts since the Styles case, such as 
Salomon mes (Salomon Micon Peo, ahsliees (Abie and also 
cases in .the income tax ‘field <sueh as the Bhott case and 
the Neumann case decided in the House of Lords since the 
report of the Royal Commission itself. The finding also 
foliows. the principle laid down by the House of Lords in 
Teh. oVenuUKe Cl Slesrinine ter ,b05G) “a. 0,01, namely )that 2% 
is not permissible to go behind ee legal nature of the 
transaction in determining income tax liability and that 
although it is often said that in income tax cases the 
Courts will look at’ the ‘substance! rather than the form 
that the true nature of the legal obligation and nothing 
else is the 'substance't. (Per Lord Wright, p. 31). Lord 
Tomlin, said in this case (see pp. 19 and 20): 

‘Apart, however, from the question of contract with 

which Tihave @ealh, iteis said that in’ revenue cases 

there is a doctrine that the Court may ignore the 

legal position and regard what is called tthe sub- 

stance of the matter'....This supposed doctrine 

(upon which the Commissioners apparently acted) 

seems to rest for its support upon a misunderstand- 

ing of Tanguace used in some ecarlicr cases, The 

sooner this misunderstanding is dispelled, and the 


supposed doctrine given its quietus, the better it 
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will be for all concerned, for the doctrine seems 
to involve substituting "the incertain and crooked 
cord of discretion" for "the golden and streight 
metwand of the law.' 
Wand at pe 20% 
'The matter was put accurately by my noble and learned 
friend Lord Warrington of Clyffe when in In re Hinckes, 
Dashwood v. Hinckes he used these words "It is said 
we must go behind the form and look at the substance 
« e+ «e0UG, in order to ascertain the substance, {[ mist 
look at the legal effect of the bargain which the 
parties have entered into. So here the substance is 
that which results from the legal rights and obliga- 
tions of the parties ascertained upon ordinary legal 
DLENCT PD OGe ast 2: 
"See also remarks of Lord Greene in Sothern-Smith v. Clancy, 
Derek e)e7 > au Pps cosrend 185. 
"(29) The finding that the incorporation of the co-op as 
a company must be given its full effect in deciding income 
tax liability disposes of the claim of the co-ops to exemp- 
tion on the principle of mutuality. Similarly in the 
absence of express statutory exemption it abolishes the 
right of a purely mutual insurance company to any such 
exemption where such a company makes a profit. In fact it 
puts an end to the doctrine of mutuality as applicable to 
a company doing business with its own members and re- 
instates the views of Lord Halsburg and [Lord FitzGerald, 
the dissenting lords in the Styles case.¥ 
THE CHAIRMAN: Do I understand that paragraph to mean 
that the decision in Southern-Smith ve Clancy had the 
effect of reversing the House of Lords? 


MR. ADAMSON: No, my lord; it is just an additional 
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authority. 

THE CHAIRMAN: “Reinstates the views"; who were 
dissenting in that case? 

MR. ADAMSON: I say that the effect of the legislation 
and of the findings of these Commissioners reinstates the 
views of Lord Halsbury and Lord FitzGerald, the dissenting 
Lords in the Styles case. It supports their view. 

THE CHAIRMAN: It may restate them, but I do not 
think it reinstates them. However, let us pass on. 

MR. ADAMSON: I do not say that as a matter of law 
they become authorities, but their judgments in that case 
are valuable in view of the changed position in the Old 
Country. Continues: 

"That. is to say, if a co-operative be not the aggregate 
of its members complete identity--on which mutuality 
rests--is lost, and the fact that the corporation con- 
fines its business to its own members is immaterial. 
That the Parliament of the United Kingdom took this view 
OF the matter is clear, because Ss. 41 of the Finance Act 
of 1933 brings within the scope of the Income Tax Acts 
purely mutual insurance companies as well as co-ops. 
Konstam states that the enactment supersedes the prin- 
ciples laid down in the Styles case and in the Jones 
Paeev (LOnmsGam, Os Ye, t<- 40 ANd De 755. ie 2o) 6 
(30) The finding having been made that income tax in 
‘the United Kingdom is assessed directly on a company as 
such, it follows inevitably that the existence of the com- 
pany could not be ignored without doing violence to the 
taxing legislation. A good illustration of-this is to 
be found in the Cornish Mutual Assurance case and the 
Sparkford Vale Co-operative case already cited--cases 


which were decided before the 1933 legislation. In each 
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of these cases the question to be decided was not whether 
the company was liable to income tax but whether it was 
liable to a corporation tax (i.e. a 5% income tax imposed 
directly on the profits of the corporation) and in each 
case the company was held liable although the plea of 
mutuality was raised. The minority Commissioners of 1920 
appreciated this point as appears from the minority 
report already cited (see para. 15 of this memorandum). 
But the view on which their dissent was based namely--that 
the - Income Tax Acts of the United Kingdom do not impose a 
tax directly on incorporated bodies as such--has been 
proved erroneous by the subsequent cases. 
(31) From a legal point of view the recognition of the 
co-op as a legal entity or corporation makes it assessable 
to tax because the result is that the co-op is carrying 
on a trade. The position is incisively illustrated by the 
following questions put to Mr. EE. S. London, “representing 
the Board of Inland Revenue by Mr. N. J. Synnott (Rv. 19, 
pe 960, Q. 19544 to 19549 inclusive): 

ioe, TO. Wheat extent) 1s?it strictly mutuals 12> 1S-1oOo 

the members who make the contracts, is it? 

A. Certeinly. 

Q. Is it the members who make the contracts for the 

purchase of the goods? A. For’ their own purchases, 

yeSe 

Qe "Is not it the society? iA. ‘There are two con- 

tracts; the society buys the goods to sell. 

@. The sooiety buys the goods and the society sells 

them? Ae Yes 

Q. Therefore the society is the trader? Ae he 

society is the trader, yes. 


Q. Well, that is not mutual is it? eo pram ar raid 
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L cannot edmit that..- 

sd hate pt clea sil ality ch UUaN CP ae] a Ml Seem © Weal WO 8 
'O, L,baye only, one more question, and that is, if it 
be the fact in law and common-sense that the members 
are not the society, the root of your argument goes? 
Pe Veo, | Len Die memes Are Ol the) SOCLeLy sy Laon 
so.! 


The Exemption of the Divi as a Deferred Trade 
Discount in the Hands of the Recipient 


Oe) While it was necessary in the United Kingdom to 


allow co-operatives to deduct the divi as a trade expense 


to maintain equality as between a co-op and an incorpor- 
ated company inasmuch as the divi corresponds to dividends 
| paid by the ordinary company--which in effect are also 
deductible from taxable profits--the allowance of the divi 


as a deferred trade discount to members and non-members is 


Contrary, DOCh DM Llesal principle and economic theory.) it 
involves the exemption of the divi in the hands of the 
recipient regardless of whether the income of the recip- 
Lent be above the exemption level or mot.) Tt cannot pe 
denied, of course, that before the Royal Commission and 
the Select Committee the evidence was that deferred trade 
discounts paid by ordinary traders were being allowed as 
deductible trade expenses by the Board of Inland Revenue 
Poveeeeoe co. oo. Os Oo aid. HVS Oo, De.cO., (Os Bec uenn 

pe 101, Q. 1098-9). But this practice would appear to be 
contrary to the principles laid down in Last's case herein- 
after mentioned, at least where the payment is not vol- 
untary but made pursuant to a contract express or implied. 
One cannot help feeling that in treating the divi as a 
deferred trade discount or bonus to the recipient that 

the Commissioners were greatly influenced by the estim- 


ate that only about 124% of the recipients would be in 
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the income tax paying class in any case (see Law Quarterly’ 
Revi 6W,,.. vols 58, Ds 46, article by Mr. G..H. crichton) .:. 
The Select Committee's recommendation to tax the share- 
holders of Co-operative Societies. directly also indic- 
ates the statistical position in 1953 (cmd. 4260, para. 
po). ¥ lv. 1s, Submitted, that the-true. position is 'to. use 
the language of Lord Stamp and Mr. William McLintock 
(Gud Ci bupen cio he 
‘Once, "mutuality 1s abandoned as a ground for exemp- 
t10n) there: 2s .propably no, logical, stopping short,.of 
the position that the whole advantages accruing to 
the individual, participating in this form of collect- 
ive action should be treated as income... 
mo) This is also the view of other economists, includ- 
ing economists who believe that co-operatives should not 
be assessed for income tax. For instance Professor Pigou, 
who was a member of the Royal Commission of 1920 and 
Signed the minority report on co-operatives, says in an 
article in the Fconomic Journal entitled 'Cco-operative 
SoCLettes nd ucome, Tax! Vol.’ 30,) 1920, np; Los: 
Tet a .But to decide that the proceeds of mutual trade 
are not profits from the income tax point of view 
when they are distributed in dividends on purchases, 
and..ane. profits when they are, not so distributed, is 
ip) Make tne nadure of these proceeds depend, not on 
their origin which is clearly the; proper test - but 
Mi DHei? wihestonatLon ywiioh wee Do best ab et Lh le set 
fSe6 abeo -'Co-operators and the State, by. Mr. C. Ra Pay 
(a pares of the Council of the Royal Beonomic Society) 
vol. 45, Economic Journal, p. 414 at pe 422. 
"(34) Gertain words of Lord FitzGerald in his dissenting 
Judgment in the Styles case are applicable to the situa- 


GLOW... He. says AL pD..4028 
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"Taas Dare sky Lords; ay effort has been to ascertain, 
if practicable, the true position of the participat- 
ing poLacy-holder im relation to the corporation. «f 
have already pointed out that he fills two distinct 
Capacitiss; Tirst, as an individual, assured by the 
corporation; secondly, as a member of the corpor- 
ation by which he is assured.' 

‘tAnd again at p. 405; 
‘Then. tails net palance of premiums is income of 


the corporation, the Queen's taxes on it cannot be 


affected by its future application. On this head 
ineord GeLrbourne, at 'p.. 907 of Mersey Dooks Vv, Lucas, 


SERGIO ALCS 2OOLy says: "The modo ofthe application 


makes no difference whatever to the guestion of 


WViabVis prefitvand what 1s gain. 


W735) In some of the cases statements of the Judges seem 
to be to the effect that the destination of the profit is 
a factor in determining liability to income tax, namely; 
Munleipal Mutual Insee. Lid. vs. Hille, 19de,'° 46 T.° Ge 4a0 
per Viscount Dunedin at p. 440; and Jones v. S. W. Lanca- 
shire Coal Owners Assn. Ltd., 1927, 11 T.G. p. 790 per 
ROWioOGG, VIN, a0 DO. eee. MThS passage last: referred to is 
quoted by Mr. A. Hook in his memorandum (Rv. 33, p. 58) 
ang (eae foliows:" 

THE CHAIRMAN: JI do not know whether my colleagues are 
deriving any benefit from the reading of these cases. [I 
do not think it helps matters very much reading them in 
court unless you have some particular reason. 

MR. ADAMSON: It is just developing the argument that 
the true test of income tax liability is the way the prof- 
its originate and not the way they are distributed. what 


I wish to say is that there are other views; I do not say 
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were are: note 

THE ChaTRMAN: We have come to that conclusion already, 
that there are other views. 

MR. PARKER: I would ask my learned friend to tell us 
what his views are. 

THE ONATRMAN: i do not want to restrict you, Mr 
Adamson, but I do not think the reading will benefit us at 
this moment. 

MR. ADAMSON: Shall I omit that passage? 

THE CHAIRMAN: I think you can leave the authorities 
to be read by the Commission, . and pass on to your com- 


ments. 


MR. ADAMSON: Very well, Mr. Chairman. 
"This statement may appear at first sight to be at 
Variance with the .decision.in the Lucas case but upon 4 
reading of the whole passage the meaning simply is,.i1t 
is submitted, that in the Jones case. there was-no profit 
because there was in Rowlatt, J's opinion no trading. 
But in any event why treat the proprietary interest as 
the deciding factor in the case of the shareholder- 
customer of the company and ignore this interest in the 
case of the member-customer of the Co-op? We would: ‘refer 
to the statement of Lord Selborne in the Lucas case which 
is quoted by Konstam at p. 102 as being a correct state- 
nent of the law, namely; 
'The gains of a trade are that which is gained by 
the trading for whatever purposes it is used, whether 
it is gained for the benefit of the community, or for 
the benefit of individuals. Whether the benefit is 
to be obtained by dividends, or whether it is to be 
obtained by lightening and diminishing public bur- 
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(36) As a matter of law--and apart of course from 
statutory exemption--it would appear that there can be no 
such thing as a deferred trade discount on purchases paid 
in Mmeney  DuTSsRwant- vOTa” Contract Bes bee or implied either 
With a joint stock company or a co-operative which is not 
ee Dec e S OLebeLOUlLOn Of profit ana” taxable as’ sunt.” On 
CHES point we would refer to’ Mr. G. H.“Crichton's article 
tu Vol. 6670f* the’ law Quarterly Review, p. 40; ontitied 
'Co-operative Societies and Income Tax! at pp.54, 55 and 
06. It is impossible to distinguish between such a div- 
Jeend ane eraividencwpaid™on share capital: “The only 
OVPtTerents TStney basis OL Ci Stiri button: (am Sach “case 
bee recipient has” bargained with the comany Tora’ share 
OMICS St rading prerave., “PRLS, at Ls submiovted, 1s the 
effect of the decision in Last's case. It must be acknow- 
ledged that the view of the Board of Inland Revenue was 
Otherwise (See Bv."35,\ps Lh; para. 59) .2-'0f “course, the 
question in Last's case was whether ‘the sums payable to 
the participating policy-holders could be deducted from 
the taxable income of the assurance company; nevertheless, 
it is clear that the sums distributed by the assurance 
company in that case to the participating policy-holders 
would be taxable as income in their hands.(See Konstam 
Die BOC ehe 

Then follows the passage from Last's case. JI would 
add another citation if I may -- Wright, Stevenson and 
Company Limited against the Commissiorr of Taxes, 1921, 
40 New Zealand Law Reports, 633, referring particularly 
to the judgment of Sir John Salmon in that case. It was 
inadvertently omitted. I come now to paragraph 38. 
it (38) The mere fact that the Board of Inland Revenue 


was allowing the ordinary trading company to deduct 
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deferred trade discounts as a business expense hardly 
justifies such an exemption in the case of a co-op with 
the resulting immunity from tax in the hands of the 
récipient. If liability to income tax is to be deter- 
mined by reference to the recipient of the dividend then 
it should be pointed out that in the case of the former 
the recipient of the dividend is a customer only and he 
has no proprietory interest; whereas the member of a co- 
op is not merely a customer but is a member thereof—-that 
iS, @ person who has a proprietory interest in the co-op 
(Ev. 33, p. 58, para. 444 and p..60, para. 6)--as in’ the 
case of a shareholder ‘in’ an ordinary joint-stock company 
OI as al tne Gaee Or eo Shareholcsr ins the  o-op, or asrin 
the case of the participating policy holders in the case 
OP MLEe UN. tendon Reeuran ce COs, LeSo, LO Ow Aoer tT al 
he has contracted for a share of profits. fhe majority 
Report of the Royal .Commission recognizes this difference; 
the Commissioners say (Cmd. 615, para 553): 

t. . eDividends on purchases allowed to non-members 
are not quite in the same category as dividends paid 
to members, because in the case of members the dis- 
count or dividend “isan essential part of the 
bargain. A purchase by a member is made on the dis- 
tinct understanding that if thefunds of the society 
permit,a dividend or discount or rebate will in due 
course be forthcoming. Whether there is this same 
implied contract where a non-member purchases we do 
not know; but the absence of any such understand- | 
ing would make the dividends paid to non-members 
even more truly a discount, and therefore a trading 


expense to the society.' 
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# (39) On this phase of the subject we submit for consid- 
eration en extract from the article by Mr. G. H. Crichton 
in Vol. 38 of the Law Quarterly Review whieh has already 
been mentioned. Mr. Grichton says at p. 57:" 


-I will omit the next two paragraphs. 


| 
| 
) 


(40) One defence of the allowance of the divi asa 
deferred trade discount. and its consequent exemption from 
tax in the hands of the recipient--unless of course, it 
enters into the recipient's own trading account--as in 

Pope Va beaumont, 1941, o kee. Scl—-1s that to tax it 

would involve the fallacy that the higher the prices which 
the members of the co-op are called upon to pay, the great- 
6r will. be the profits to the member. This point: 1s stated 
by Lord Herscheil an bis speech in the styles ease at p.410. 
puo Gp lIci tT in. tale areument is. the doctrine thay the, ca- 
Op Suites Members “Aro One, deGs,,1CenLical: it is eimply 
Lhe Matvelipy.argument invanother form. If the co-op be 
regarded as a separate legal entity the higher the prices 
Chareed. tne 2reacer will be the profit to the co-op as 
would be the case if a joint stock company did business 
only with its shareholders and charged them more than 
market prices on their purchases. In -the case of the 
latter, no one would suggest that the profits of the com- 
pany should be less than the surplus actually realized from 
the transactions and be reduced in some way because they 
had charged their shareholder customers more than the mar- 
ket price. See also in this connection Lord Stamp's 
‘Principles of Taxation! (1936 Hdn.) at pp. 35-37 where 
Lord Herschellts argument of ‘arbitrariness! is stated at 
p. 37 from the viewpoint of taxpaying ability and on the 
basis of the Ritchie Report of 1905 which he quotes. 


(41) The divi should not be exempt in the hands of the 
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recipient or be allowed as a deferred trade discount be- 


CAUSE >. 


‘(a) The. Surplus out of which the deferred trade dis- 


counts are paid was found to be taxable profit; and 
jegally and economically the divi is in the same cat- 
egory as profits put to, reserve which the reports of 
the commissions referred to found should be taxed 
(ises Sonat it) Was 6 breading profit)’. The ‘divi and 

tae Teserve 8re derived trom the same ‘source; they 
originate in the same gay. 

The Dasis Wpon. which the distribution of profits is 
mags sivould have no bearing on liability Tor income 
tax; the true legal and economic test is how the 
profits originate; and the destination of the profits 
LS me pera an decid ine whether the profits are tax- 
able. (Mersey Docks and Harbour Board v. Lucas, 1883, 
Coe Cs e9b OTe CO, eos “TO describe tine Givi aot 
deferred trade discount is arbitrary. One might as 
well describe a dividend on shares paid by a joint 
stock company as a deferred trade discount. mThe only 
difference between the two dividends is that in the 
case of the co-op the distribution of the profits is 
on the basis of purchases by members whereas in the 
case of the company the distribution is based on the 
ownership of shares of stock owned by members (Ev. 19, 
pe 961, Q. 19555). If however, liability to income 
tax is to be determined by reference to the recip- 
ient of the dividend it may be said that in the case 
of both the co-op and the company the recipients are 
the proprietors or represent the proprietory inter- 
est {Eve So, D. 5S, para, 444 ahd p. 60, para 6). 


Both the member and the shareholder have entered into 
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a contract with the co-op or company whereby he is 
PiU TO PoGer Ve G8 Chore of prorits.. In other 
words, the customer of the co-op is not only a cus- 
pomer, He 16 an investor as well. 
The distribution of the divi is pursuant to a con- 
tract express or implied between the co-op and the 
Iembers, as in the case of shareholders in a company 
or shareholders in the co-op itself; and where there 
ig Such @ contract. the rule in Last. v. London Assce. 
O05 660) Gna 3c, 406" (AG. applies... Gast ts ‘case 
has been discussed in the recent cases of Union gold 
DuOvage, Cog Lids VV. Adamson 1951, 146°8.9. L722 an 
Dek ?o ano an British Sugar Menuracturers', LUG. | Ve 
Berrie, 1250, 2 hsb. SoU 2b Dis hoo and Vote In ite 
Harris case Lord Greene, M.R., said after quoting a 
passage from Lord Blackbuim's speech in the Last 
case: 
".eeNow that was what in Last's case had happened. 
The policy-holder was treated as having purchased 
a enero Cl DroritS. | IT @ person. purcheses 6..enare 
Of Drorite, ol scourss, the prota 0s waid So Ghay 
person cannot be deducted; that is quite obvious." 
The shareholders of the co-operative as distinguished 
from its members have no voice in the administration 
of the co-operative (Rv. 35, Ds» 58, para. 444, and 
p. 60, para 6). The interest of co-operative share- 
holders does not go beyond the amount- of their 
shares. Thereatter any equity in assets of the. eo- 
operative would belong to members. 
There is a vast difference between a cash discount—- 
such as for instance the purchase of a $3 shirt at 


a mark-down or bargain price of $2.50--and a deferred 
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trade discount such as a divi. In the case of the 
former the discount is given unconditionally and no 
money representing the discount changes hands; where- 
as.in the case of the latter the deferred trads dis- 
count is conditional upon profits being made out of 
which the discount) can be paid. ‘In a@ case. in’ the 
Pour Council. Pondicherry Ratiway oe. Ltd. kh 
cCommr. of) in@ome Pax, Madras, 1vGl, SSr indian 
Appeals’, 259, Lord, MacMillan said. 
"A payment out of profits and conditional on prof- 
its being earned cannot accurately be described as 
a payment made to -earm profits. Ib assumes that 
profits have: LTirst come into existence. ‘put. prof- 
its on their ‘coming into) 6¢xistence attract tax at 
that point, and the revenue is not concerned with 
Chel subsequent application of the prorits,™? 
"(42) One of the claims advanced by co-operators with 
eréeat persistence is that the divi represents tsavines! and 
Siculi witherer ore; ;:mOln beitaxed. “iianhowe vem) this 
'saving' is received in money and be effected by means of 
investment in a business and sharing the profits such a 
'savingt is no more entitled to exemption than any other 
investment. One of the criticisms of an income tax is | 
that. it is a tax on savings. Professor Irving Fisher, 
Professor Emeritus of Bconomics of Yale University, who 
is a strong advocate of the exemption of all savings from 
income tax, said in a hearing vefore the Committee of 
Finance of the United States Senate on August 14, 1942; 
'T have no patent on this idea that to tax savings 
is unwise. John Stuart Mill, the great English 
economist, philosopher, and parliamentarian, stated 


the principle clearly and crisply in the following 
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words: 

"If, indeed, reliance could be placed on.the con- 
science of the contributors; or sufficient security 
taken for the correctness of their statements by 
collateral precautions, the proper mode of assessing 
an income tax would be to tax only the part of in- 
come devoted to expenditure, exempting that which is 
saved. For when saved and invested (and all savings, 
speaking generally, are invested), it thenceforth 
pays.aincome tax on the interest or prorit which it 
brings, notwithstanding that-it has already been 
taxed on the principal. Unless, therefore, savings 
are exempted from income tax, the contributors are 
twice taxed on what they save, and only once on what 
uney Spend. To tax the sum invested, and ei terward 
Bak ebso Lhe proceeds of the investment, 1s to tax 
the same portion of the contributor's means twice 
GVEr.! 

MVAlL pave evidence to the same cfifectiin’ 1861 before ithe 
meltect Gonmitues on Income and Property Tax (See Faris 
Papers, 1861, Vol. VII). See also Professor Pisher's 
speech entitled *Taxes on Savings Will Destroy Expansion‘ 
delivered before the Federal Bar Tax Law Institute at New 
Yorke on the, 2ord of March, 1944, and: pubiisehed. in the 
issue of the 15th of May, 1944, of ‘Vital Speeches of the 
Day;' and his book entitled tConstructive Income Taxation!’ 
written in collaboration with his brother Mr. Herbert W. 
Fisher. Lord Stamp discusses the subject in his book 
'The Principles of Taxationt at ppe 59-61. He says that 
the claim to exempt savings is a claim to ‘favour' sav- 
ings rather than to remove a burden on it. To exempt 


savings would, of course, mean a complete revision of our 


Cn 


Ca 
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income tax law. 
*(43) We would refer the Commissioners to the following 
literature on the subject of the taxation of Co-operative 
and Mutual Gorporations some of which we have referred to 
before: 


(a) tThe Principles of Taxation', Sir Josiah Stamp, 
London, 1936. 


(b) Law Quarterly Review, Vol. 38, p. 48, article by Mr. 
G. He Crichton entitled 'Co-operative Societies and 
income TVax.' 

(ec) Journal of Gomparative Legislation, Srd Series, 1922, 
Vou. 4, 0. L1lO. ‘article’ enti tied “The Principles of 
income Tax’, beine a comment,on Mr. Crichton's 
arvicle. 


(d) Economic Journal, Vol. 30 (1920) p. 156, ‘Co-operative 
Societies and Income Tax' by Prof. A. Gs Pigou. 


fey Seonomic Journal, Vol. 45 (1935) p..40), Iteration or 
Co-operative Dividend’ by Prof. D. H. MacGregor. 


(f) Economic Journal, Vol. 43, p. 414, ‘Co-operators 
end ‘the State? by CO. R. Fay. 


(g) The Economist, March 4, 1933, ‘Taxation of Co- 
operatives. 


PART II 
CONSTITUTION OF CANADIAN CO-OPERATIVES 


*(44) There does not appear to be any Dominion legislation 
dealing specially with the incorporation of co-operatives, 
but every province has legislation dealing with the sub- 
ject and it is proposed to review only the Manitoba legis- 
lation with brief reference to similar legislation in 
Ontario, Saskatchewan, Alberta and British Columbia, 

(45) In Manitoba the incorporation of co-operatives is 
provided for by Part VII of The Companies Act, Revised 
Statutes of Manitoba, 1940, Cap. 36, Section 124 of the 
Act provides that the provisions of Part IIT of the Act 
shall apply to co-operative corporations, substituting 

for the words tsharet and tshareholder,? 'membershipt and 


tmembert respectively. This means that the members 


ep) 
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COnre sponds. to tie shareholders of an ordinary company. 
They elect the executive and the ultimate control is in 
Gier in ens 

I do nct know whether you want me to read these pass- 
ages. 

THE CHAIRMAN: We have had that legislation under re- 
view in the three western provinces. 

MR. ADAMSON: Then I will pass on to paragraph 53. 
(53) It is clear from these enactments that no co- 
operative can lawfully do business in the provinces men- 


rey 


tioned under the name of tco-operativet without being incor- 
porated under either the said statutes or by Bpetial Act; 
that the said companies are administered by means of an 
executive or board of directors elected by the members and 
that the members are the beneficial owners of the business, 
igOe, Lhe equity in’ the co-operative assets belongs to 

them. Capital is contributed by the issuing of shares, by 
membership fees and annual fees, and deductions for re- 
serve are obligatory in some of these provinces also. The 


profit may be divided between members on the basis of the 
volume of purchases or between members and non-member 
patrons on such basis after, of course, providing for what- 
ever interest the directors decide to pay on the shares 
issued. The only notable difference between the constitu- 
tion of these corporations and ordinary corporations is 
that the profit shall be divided ‘wholly or in part among 
the members or amongst members and patrons, in proportion 
to the volume of business which they have done with or 
throughthe corporation.’ 

(54) There is no condition laid down that if the profit 
or surplus is to be divided among only the member patrons 


in proportion to their purchases or other transactions 
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that in that case the business done by the co-operative 
shall be restricted to members. Whether these corpor- 
Bui10ns are Or are Hot co-operatives, therefore, is a. ques=: 
tion of how they actually operate; co-operative principles 
ere nob inherent’ in their constitution. ‘see shelly v. 
Federal Gommissioner of ‘Paxation, 45 C.Lbe«R. 208% A. co- 
operative enterprise usually belones to the people who 

Use 2ts Services. 


The Qanadien Wheat Pools 


"(55) With regard to the Canadian Wheat Pools our inform- 
ation is not complete but we believe the following outline 
of their activities is fairly accurate. 

"(56) Manitoba Pool Blevators Ltd. was incorporated by 
Special Act of the Province of Manitoba’ in 1925 with a 
Capital or one midlion shares of Gl cach end in 1929 this 
capital was increased to 5 million shares of $1 each. 

All shares were originally owned by the Manitoba wheat 
Pool and on the bankruptcy of the latter were acquired 
by the Province of Manitoba..’ In 1940 the entire capital 
was Cancelled by amendment to the Act of Incorporation 
and it was provided that the company should be composed 
of members instead of shareholders and membership was 
conferred on local elevator associations. The method of 
distribution of profits_was to be on the basis of the 
volume of grain shipped by members and handled by the 
company. Manitoba Pool Elevators Ltd. now operates 

about 209 country grain elevators as licensed managers 
under The Canada Grain Act, 

*(57) The Saskatchewan Wheat Pool was incorporated in 
1923 under the name of Saskatchewan Co-operative Wheat 
Producers Ltd. with an authorized capital of 100,000 


(later increased to 200,000) shares of #1 each; and in 
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1924 this incorporation was confirmed by a special act of 
the Province. Payment of dividends on ayes g was prohib- 
ited and shareholders were to lose their right to vote if 
they ceased to hold a contract with the company to market 
iiern) eraina. hrough the: company: and’ thereupon their 
shares might: be forfeited, 

(58) Saskatchewan Co-operative Wheat Producers Ltd. 
owns the entire interest in three subsidiary companies, 
namely, Saskatchewan Pool Rlevators Ltd. (which owns and 
operates country grain elevators); Saskatchewan Pool Ter- 
minals Ltd., owning and operating terminal elevators; and 
Modern Press Ltd. This company publishes a weekly: news- 
paper known as.'The Western Producer! and also operates a 
jobsprinting department. Saskatchewan Co-operative Wheat 
Producers Ltd. also owns a one-third interest in Canada 
Pool Agencies Ltd., the insurance agent of the three 
western wheat pools; and in addition thereto a one-third 
interest in» Pool Insurance Lid. , which was incorporated 
by Dominion Parliament in 1940, Cap. 50. In 1944 the 
provision with regard to contracts by shareholders was 
modified to allow the allotment of shares to anv grower 
of grain in Saskatchewan without such person executing 

a contract to deliver grain to the company. saskatchewan 
Pool iPlevators Ltas)' operates about J1iz6° country grain 
elevators as licensed managers under The Canada qcrain 
Acta 

*(59) The name of Saskatchewan Go-operative wheat Pro- 
ducers Limited was changed recently to gaskatchewan Co- 
operative Producers Limited; and it appears from an 
article in their paper, the Western Producer of the ézdérd 


of November, 1944, that; 


4 
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'A program of co-operative industrial development in 
Saskatchewan Pein aa to cost $2,500,000 for the 
WbLLIZaAtion Of LTarm.crops..and for the. production of 
commodities used in the farm homes was approved by 
delegates of Saskatchewan Co-operative Producers 
Limited in session in Regina. 
iThei development planned is. to be located. at Saskatoon, 
where a gleacre site has already been acquired between 
Thirty-third Street and Avenue A in the industrial 
section of the city. 
'The first unit to be developed will be a two-expeller 
yeeetable, o11, plant, capable of processing 1000 bushels 
Oivilama Gay end capable of handling Ylax, sunflower 
secds or Argentine rape. construction work on the 
tarst. unit will be started about March i5, 19405..' 
(60) The Alberta Wheat Pool was originally incorporated 
as Alberta Co-operative Wheat Producers Ltd. in 1923 
under the provisions of the Alberta Go-operative Associa- 
tions Act, and in 1924 this incorporation was validated 
and confirmed by special Act of the Province; again in 
1929 the incorporation was confirmed and ratified as 'a 
body corporate and politic under the name and style of 
Alberta Wheat Pool.' The powers of a common law corpor- 
ation created by Charter were conferred upon the company 
and s. 35 of the Act provided that ‘the interest of the 
members in ‘the assets of the pool shall be in proportion 
to their contributions thereto.! Alberta Wheat Pool 
operates about 436 country grain elevators as licensed 
managers under the provisions of The Canada Grain Act. 
(61) It is clear from the foregoing that these pool 
organizations are corporations and that the members or 


shareholders own the equity in the corporate assets. 


“ 
¥ te i 
wv ‘ 
‘ hy. > 4 
ty . , 
= ee as : - 7 3 
aks ' 
; om ats Tie f ‘ 
1 ode 
+ a ei i ria 
fae) of Pye i 
eur 
‘ 
ns t 
* Cas: = Z 
ie = 
5 4 te 
‘ : } 
wer u “ 
rs A os 
te ' a 
4 
A‘ 3 
' ‘ } 
i 5 . we 
Je cee ee Ree, [hea 
ae) 
i iy a . 
BY 
‘ = 7 
, ' 
, 
’ z} zi 
s a 
, bi als 
ae 
' 
, H \ * 
Fy rae 
2 ra hme coi 
Nes a eee ar 
: we 
ae cnet : “ 
1 t 
2 A As 


Te 2 ae 
aoe ae 
’ 
‘ . 
rate see 
ie ae 
% + Ly f 
Byte et 
ee 
ra Yad 
ig P Bathe d 
“ Re ue 
a “ 5 et 
4 . 
ne 
? le ‘ 
> . whe 
a 
. . 
i 
ce ‘ as 
- e) S 


ig : 
fy 1) ap ox - 74) (eur 
iy ri 1 Is r 
iS vee * 
. : ? yeh ey 4 
mo) SB rs i eee! iaeq Fy Phe Nw 
; P i oy a a * 
“ $ 
wi ae ‘ A oy 
; : ‘ : ‘ 
* 
“4 pre Pi. . on OO i 
; 4 
’ ria e ‘ 
ry 
iad, Se poled : 
i . \ 
wll ; ; 
. 4+ y 
~ 
. 
Bhi 
2 
= ‘ 
H : ya 
ae A , ; 
s ‘ pte " i 
i wy p! 
2 
o~ un) = - 
Ps het, P| 
+ ; i 


Mr. Adamson 


This equity in the case of the Saskatchewan and p~lberta 
Pools would appear to be subject to liabilities to mem- 
bere UL Lhe Crieinel pools Tor commercial and elevator 
reserves which we understand are very large in amount. 
*(68) Although these organizations describe themselves 

as 'pools! and ‘co-operatives the fact seems to be that 
in so far as their country grain elevator and terminal 
elevator business is concerned that they operate in the 
same way as other grain companies licensed under the pro- 
visions of The Canada Grain Act; and that they are pools 
or co-operatives only to the extent to which operations 
under the said Act would constitute pooling or co-oper- 
ation, 

(63) As for the grain business of the western wheat pools 
being restricted to their members or to any particular per- 
centage thereof this would seem to be impossible under the 
provisions of The Canada Grain Act. By §s. 108 of the Act 
the operators or managers of public country elevators are 
under a statutory duty as licensees to receive all grain 
offered for storage without discrimination. In addition 
Large quantities of erain owned, by non-producers are 
marketed through the elevators of the pools. mfhis grain 
Wery sarecty belongs. to vendors Or lessors "on a crop 
Share basis or to mortgagees as lessors under a collateral 
share of crop leases; much of it is owned by trust: ana 
mortgage companies or their principals. Moreover, the 
pools of recent years have operated as agents of The 
Canadian Wheat Board under agreement with the Board whim 
requires them to comply with the provisions and regula- 
tions of The Canada Grain Act and also provides: that the 
agent shall accept delivery of wheat on behalf of the 


Board from any producer subject to the terms of the 
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agreement and the quota regulations. 
The Growth of Canadian co-operatives 
#(64) The Dominion Department of Agriculture has recently 
issued statistics of co-operatives in Canada for the year 
ending December Slst, 1943, entitled ‘Co-operation in 
Canada, 1943.! The report has been prepared, it is 
stated, by Mr. A. 4, Richards and MissLucienne Lalonde of 


the Hoonomic Division of the Department of Agriculture, 


(Hevtepors Says-in Summarizing’ the returns received Trom 


1675 active co-operative associationss" 
Pata skip ito paragraph 65. 

"(65) We would particularly stress the statement in this 
bepory that the equity in these organizations belongs to 
the members as in the case of ordinary corporations. The 
division of profit may be on a different basis but the 
profit is earned in the same way, namely, by buying and 
Seetting) and thesis particularity true of the “erain 
business of the western pools which are obliged to oper- 

te in the same way as other grain companies under the 
provisions of The Canada Grain Act, The Canadian Wheat 
Board Act, and regulations under these statutes. The 
following passage from the report of the Royal Commission 


nl gois. (tucome: Gea “of 'Le20' (Gnd. 6Los p. ‘bal, “para. S60) 


I 

applies to these marketing co-operatives: 
‘960. A recent development of the co-operative move- 
ment is the agricultural society, a combination of 
farmers for the purpose of eliminating the middlemants 
proOlT trem tie Cost of .0ods required’ for their 
business, or of increasing the selling price of their 
produce by eliminating the profits which would other- 
wise be made by a selling agent. The position of 


these societies with reference to the Income Tax is 
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different from that of the distributive societies in 
that the members of an agricultural society are tax- 
able trading units, and the goods which the society pur- 
chases for distribution among its members are ‘not for 
private’ consumption, but. for use.in acbusiness. (The 
intention is not to reduce the sost of goods consumed, 
put to increase the profrits.of a business... «Dividends 
on purchases paid: by an agricultural society are never- 
theless discounts, but trade discounts which must be 
taken into account in computing the profits of the 
Members.’ 
"(66) The growth of the co-operatives, both in resources 
en umver, Darsicularly in recent years ,.190 remarkable, 
and justifies the claim of the co-operatives that they are 
Por Une march.’ There, 16 no. doubt that @& ereat deal or 
their strength and growth is due to the non-payment of 
Income Tax and Excess Profits Tax which enables co- 
operatives to keep for reserve or expansion, profits which 
are taken in taxation from other classes of business and 
industry. <A striking example of this is provided by. the 
present situation in the grain handling industry of 
western Canada. This indvstry is declared to be for the 
general advantage of Canada and maximum tariffs of charges 
are fixed by the Board cf Grain Gommissioners. The cana- 
dian wheat pools, already referred to by reason of the 
nonpayment of Income Tax and Excess Profits Tax have 
acquired a financial strength which enables them to 
reduce handling charges to an extent which threatens to 
wipe out the investment of the tax paying companies-- 
companies which hitherto have done 60% of the business. 
What has happened in one industry may happen in other 


industries into which co-operative corporations may 
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choose to enter with the great advantage ne their com- 
petitors which immunity from ‘i income tax confers. 

(67) As bearing upon the ownership of these co-operatives 
we quote the following circular letter to producers written 
by Northern Alberta Dairy Pool Ltd. OGlearly the ownership 
of the assets of the co-ops is one of the inducements 


offered to prospective members. The letter reads: 


"A PRODUCER OWNED CO-OPERATIVE 
NORTHERN ALBERTA DATRY POOL,LIMITED 


Head Office 
Edmonton, Alberta 


November 1, 1944. 


"Dear Producer: 


On Monday, November 6, the Northern Alberta Dairy 


Pool will take over the ownership of the Burns & Company 


\, 
ii 


creamery in Edmonton, and will continue to operate this 
plant. 

As you have been a shipper to Burns! plant, we ex- 
tend to you an invitation to continue your shipments to 
this plant, 

Dairy Pool shippers receive an advance payment on 
their cream, which closely approximates the price paid 
by private creamerics, and at’ the end of the year, a final 
payment is made, distributing all earnings. Over the 
years, the Northern Alberta Dairy Pool has always re- 
turned to the producer,.a higher price for butterfat 
than its-competitors, Thousands of cream producers 
have enjoyed these co-operative benefits and now we 
invite you to join withthem by shipping your cream to 
the producer owned Northern Alberta Dairy Pool. 

You will no doubt be approached by other creamery 
interests to ship cream to them, but before making your 
decision, we would ask you to consider the following 


tacts: 
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"1. Who makes it possible for a creamery to operate? 

Answer: The Producer. 

oe Who receives the earnings or profit from a privately 
owned and operated creamery? 

Answer: Not the Producer, 

‘No matter where you ship your cream, a part’ or the 
value of your cream goes to pay for the building and 
equipment used in that creamery and to make a profit for 
someone. Despite the fact that you hélp pay for these 
facilities, you can never claim to have’ @ share in the 
ownership of them, nor do you receive the earnings made 


Prom Une proces sine of’ your cream, Unless. the creamery 


you ship to is a producer owner co-operative. When you 


ship to the Northern Alberta Dairy Pool you share in the 
ownership of the facilities you help provide through 
your cream Shipments’ ‘and all earings over ‘operating 
Conte are’ -revurned) To- Une Producer. 

MPRLDKe st “OVE Lr Ont Weer cok sure Worwil) want ta 
Share. in the benefits of co-operative marketing by 
Snipping your’ cream vo tire*Northem’ Alverta’ Dairy Pool, 

Tours Wer UCrulLy, 
NORTHERN ALBERTA DATRY POOL LIMITED.! 
"We would also refer inthis connection to an article 
appearing in the Co-op News of December, 1944, entitled 
‘why Alberta Farmers join Co-operatives.' In this article 
it is stated among other things: 
Yee ee she C8nN USe all the initiative at his command 

in carrying on his business because he and his 

fellow members are the sole owners of the co-operative 

enterprise. 

I will omit the next few paragraphs and go on to 


Part Lit. 
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PART III 


THE INCOME WAR TAX ACT AND CO-OPERATIVES AND 
MUTUAL CORPORATIONS 


"(70) Section 4 (p) of the Act exempts only co-operative 
companies or associations engaged in marketing products 
ror primary producers or like associations.” In order to 
qualify for exemption a company or association must conm- 
ply with all the statutory conditions, namely: (1) It 
must bes organized and operated on a co-operative basis; 
(2) It must market the products of members or shareholders 
under an obligation to pay them the proceeds on the basis 
of quantity and quality less necessary expenses and 
reserves; (3) If the company or association also purchases 
supplies and equipment for the use of members such supp- 
lies and equipment must be turned over to members at cost 
pius necessary expenses and reserved; (4) value of non- 
member business must not exceed 20% of the value of 
business done for members or shareholders; (5) Although 
the co-operative may have share capital it would appear 
that the payment of dividends onsuch shares would have 
the eficeet of. disqualifying, the co-operative as proceeds 
of Sales must be distributed on the basis of quantity 

and quality, 

"This exemotion extends to companies or associations 
owned or controlled by such co-operatives and organized 
for the purpose of financing their operations, 

tIn addition to the foregoing, s. 4 (q}) of the act 
provides for the exemption of the income of any banking 
institution organized under co-operative provincial 
legislation whose loans are restricted to the province. 

"By s. 7 (a) of the Excess Profits Tax Act the com 


panies and associations qualifying for scxemption from 


‘ 
¥ * ir 
A \ 
i é 5 
- ' 
: E 
J =A 
A a ' \ oe x i Et MEN r 1 ‘ 
4 ® ‘ 7 P 1 , t . . ¥ 
i 
i + 
‘ woo 
¥ 
“nny oo. co ; 
ont WP, det ae ‘ 
*, —— " 
' Y he 
F fy fs Biers 
7 a..@ ~,e * ye 
4 pa} ! 
‘ ' i 4 e ‘ a 
tp it , { . . un ‘ *.4 i 
~ ry j ¥ & - 
; ; 
’ 4 
i ( ‘ : is he pe = i £ 
* 
. ‘ ‘ Z % 
1 a ee 3 ; ‘ 
Fi , 
c " : : Pa j 
i tee * ~ on ” , 
G . 
+ Lg a oe i! on 
y 3 ’ , 
‘ 
lan a t . bs 7 2 * 
E ; ' 
\ 
j : ; ‘ 
: ~ 
itive / 
i \ 
py 
i A fe E é 
1 wth ; 
- a ie ‘ 
a pe . 
= 
5, ‘ 
i 
\ : 
r 
i Pale 
4 
i it 
~ 
i} ' . id Vl, ¥ " : 
. Pi { ‘ < 
; . t 1 . 
s 
. : 7 


S-44 


~1768- Mr. Adamson 


income tax under s. 4 (p) and {q) are exempted also from 
Excess Profits Tax, 

"NO comment need be made on these provisions. Obvious- 
ly the exemption granted is conditional upon each and all 
of the statutory conditions being fulfilled; otherwise the 
exemption is lost. In TLumbers v. Minister of National 
Rome as 145, bee OsR. oO, Phorson, Jv,.President of the 
Hxonequer Court said, (p. sil): 

',.2Just as receipts of money in the hands of a tax- 
payer are not taxable income unless the Income War 

Tax Act has clearly made them such, so also, in rese 

pect ,of what would otherwise be taxable income in 

his hands a taxpayer cannot succeed in claiming an 

exemption from income tax unless his claim comes 

clearly within the provisions of isome exempting 
section of the Tnoone War Tax Act; he must show 

that every constituent element necessary to the 

exemption is present in his case and that every 

condition required by the exempting Section has 


been complied with.,...' 


The Administrative Exemption of Distributive 
Co-Operatives | 


un ee RE MR NR REN RSE RY EAE RRR NS 


#(71) Phe foregoing are the only provisions of the Act 
exempting co-operatives. However, in addition to the 
exemption co-operatives. However, in addition to the 


Ae 


exemption of marketing co-operatives a de facto exemption 


has been conferred by administrative mling or practice 

upon the incomes of distributive co-operatives, including 
com-operative wholesale and retail stores. Such stores do 
/ 


not qualify for exemption under s. 4 (p}) as tother Like 


co-operative companies and associations.' Lt cannot be 


that this de facto exemption has been granted by the 


i 
=f tet 
“ at 
fs m oe J 
Ae 4 
’ ja'F Cc 
' i if , 
f <_y, » 
‘ Paes 
ar 
Hi c pias 
M 
i 
el ag ' 
at Ge oy © . 
| Y 7 7 
fe 
s 
r = 
. - 
t 
. re ‘ f 
P ie 
aA es : . 
" 4 e+ © 
. 


' 
a 
J 
t | tg 


Commissioner of Income Tax on the grounc that such con- 


cerns are entitled to exemption as mutusl companies; in 


| such case they would be subject to the provisions of 
| s, 4 (g) of the Act which restricts the exemption of 
mutual corporations to such as have no share capital; and 


in addition all transactions would have to be restricted 


to members of the association. But we understend the 
exemption has not been so restricted. Moreover the entire 
income of the co-operative would in such case be exempt, 
whereas the practice has been to treat as exempt only the 


patronage dividend. 


mhe Exemption in Practice 


#(72) The statutory exemption of a marketing co-operative 
means in practice, \the exemption. of the income’ of the con 
operative as distinct from its members. Distributions to 
shareholders by way of dividend on shares would appear to 
be prohibited as already stated; but patronage dividends 
which, of course, are not assessed in, the hands of the co- 
ponerse are taxable in the hands of, the recipient if 

his individual income exceeds the exemption level, 

because even if the dividends be regarded as bonuses or 
rebates, they are in effect 4n increase in the: price of 
the product sold by the producer and form part of his 
trade or taxable business receipts. [Income from reserves 
and undistributed surplus is exempt. 

"(73) The tax position of the distributive retail co- 
operative under administrative ruling differs somewhat 
from that of the marketing cosoperative. The patronage 
dividends paid by distributive retail co-operatives are 
deductible not only in the hands of the cooperative as 


a trade expense, but also they are exempt from taxation 
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in the hands of the consumer as a refund, rebate or 
deferred trade discount or bonus. Thus the virtual.or de 
facto exemption of patronage dividends, in the case of 
Uistrinubive retail co-operatives is a two-fold exemption; 
hands of the co-operative and again in the 
hands of the recipient. Income from reserves, it is 
understood, and undistributed surplus is taxed. 

(74) In the case of the wholesale co-operative, patron+ 
age distributions to its members are deductible as a 

trade expense from the association's own income, but are 
taxed in the hands of the retail co-operative store as a 
trade receipt, being treated in effect as a reduction in 
the price to the retailer of the goods purchased by him 
and so entering into his own business or trade account. 
*(75) The following table sets out the present applica- 
tion of the income tax to joint stock companies, market- 
ing co-operatives and distributivs co-operatives so far as 


we have been able to ascertain it: 


Marketing Wholesale 
Co-operative and Retail 
Corporations Distributive 
Joint Stock Complying with Co-operative 
Company S. 4 (P) Corporations 


(po menocrmmcee e Re TE AE eS RNS RE ERS REL RCE OE 


OE A A ARE EL me 


Trading prof- Taxed whether Exempt whether Peron. aL ber 
its in hands distributed distributed as deduction of 
of company or as dividends dividends or any patron- 
association or piaced to placed to re- age divid- 
reserve serve ends paid. 
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Dividends in hands of recipients: 


Patronage Taxed because wxempt unless 
dividend Taxed? entering into entering into 
producer- recipients 
recipients trading 


trading account account. 


Dividends Payment of 

on shares Taxed dividends on Taxed 
share capltal 
not allowec 
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"We understand the administrative practice has been not to 
require that a dividend be declarec on the share capvital 
of distributive co-operative corporations before allowing 
the patronage dividend as a trade expense. 
*(76) We understand that recently the Gommissioner of 
Income Tax has made a change with regard to the distribu- 
tive co-operative corporations whereby they are required 
to comply with the provisions of s. 4 (p) of the Act as 
if this subsection applied to them. But as already stated 
we submit that s. 4-(p) applies only to marketing co- 
operatives which in addition to marketing their members! 
produce, are engaged also in purchasing supplies and 
equipmens “bor the wise vor their members. wer velievey’ how- 
ever, that before this ruling was made that distributive 
co-operative corporations were treated as stated in the 
above tabulation; that is to say, their patronage divic- 
ends were not taxed either in the aands of the co-operative 
or in the hands-off the récipient, and that s. 4 °(p) ‘was 
considered in-applicable to such co-operatives. the 
following statement made by Mr. George Keen, Secretary of 
the Co-operative Union of Ganada in tthe Budgett for the 
oth ot September, 1941) would indicate this.” Mry Keen 
said: 
"Successive chanceliors of the Exchequer from Mr. 
Chiiders in 1883 up to recent years t.cok the view that 
in trade relations with their members co-operatives 
did not make a profit but effected a saving in buying. 
They were fortified in that view by the decision of 
the House of Lords, a tribunal cf parallel authority 
With that of the Privy Council, in the case of the 
New York Life Insurance Company vs. Styles. 


'In 1919 IT had a voluminous discussion in writing 
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with Mr. Law, the then solicitor to the Income Tax 
Division at Ottawa, on the question of the liability 
of co-operatives for income taxation .— Eventually he 
accepted my argument that the above mentioned savings 
could not legally be taxable as income or profit. 

The commissioner of income tax at. the time, 4 layman, 
however, overruled his own lawyer on a legal question 
and declared that the net surplus, after deducting 
patronage dividends as discounts, was taxable. 

rT was eae of a deputation which waited upon the 
Mackenzie King cabinet in 1929 with a view to getting 
parliament to express in statute law the legal posi- 
tion as decided by the House of Lords and income tax 
authorities. AS a result there was an amendment to 
the Income Tax Act in 1930, which, under certain con- 
ditions, therein mentioned, declared co-operatives 
composed of farmers , fishermen and similar occupa- 
tions were not liable for income tax. So far, how- 
ever, urban co-operatives have had to pay income tax 
on the net savings in price effected for their men- 


bers.'? 


"Plainly these concerns were being allowed to deduct the 


patronage dividend from their taxable income, 
The Exemption of Mutual Fire and Casualty 
Insurance Companies _ 
"(77) Section 4 (g) of our present Act affeots mutual 
fire and casualty insurance companies and provides; 
'4. The following incomes shall not be liable to tax- 
ation hereunder, 
(2)The income of mutual corporations not having a 
Capital represented by Shares, no part of the 


income of which enures to the profit of any 
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member thereor . 5 »° 
"(78) Three different interpretations have been put upon 
tits. Lreauner Orypuie piece of dratting.,, The Tirst  anter- 
pretation is that in order to qualify for exemption the 
company~-in addition to having no share capital--muist do 
business at cost, because if, any profits are made such 
profits must of necessity enure to the members who are 
the owners or proprietors of the company. This view seems 
tO ignore the doctrine of mutual trading, because if the 
trade is strictly mutual there is no profit--you cannot 
make a profit by trading with yourself--even if the sur- 
plus realized be not distributed but put to reserve; 
(Jones v. South West Lancashare coal Owners Association 
Did heey, Ae Ow Cer] 
#(79) The second interpretation is that given to it by 
the administrators of the Act. The Departmental view, so 
far as it is possible to ascertain it, ssems to be that 
the effect of the subsection is to exempt the profits 
from mutual business and in addition to permit the company 
to carry on business with non-members. This view recog- 
nizes the doctrine of mutuality for the purpose of exempt- 
ing the business with members, but ignores the doctrine in 
respect of non-member business. As under the doctrine of 
mutuality the company and its members are one (1.6., 
identical) it is difficult indeed, to see how it is poss- 
ible for such a company to do non-member business with- 
out the profit from it enuring to members of the company. 
And if it does so enure the company loses its exemption 
by the express words of the subSection. Jt is not 
clear whether or not the Department extendas to de facto 
exemption to mutual corporations with capital represented 


by shares. 
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"(80) The third interpretation, and the one which, with 
respect, seems the most reasonable, is the view that Par- 
liament intended that only strictly mutual companies 
should enjoy exemption from income tax; and that ime api cl 
mutual company did non-member business that it should 
forthwithyulose its exempbionaltogether. In other words 
if the mutual corporation is to qualify for exemption it 
must restrict its operations to business with its own 
members. The subsection--in this view--altered the law 
as laid down in the Styles case; in the Styles case the 
fact that the company did non-member business did not 
disqualify the company in respect to exemption of income 
derived from business with members, that is, strictly 
mutual business. The subsection was obviously drafted 
with the Styles case in mind; the insurance company in 


the Styles case had no share capital. 


Conditions 4xisting when 4 (g) Enacted 

"(81) The exemption was originally granted by chapter 28 
of the Statutes of 1917 being the original Income Tax Act 
of the Federal Parliament. By s. 4 (2) of this statute 
the tax on corporations and joint stock companies was 
imposed at a flat sate or 4% upon income in excess of 
$3,000. Under this statute companies were not liable to 
the graduated tax imposed on individuals, which tax. the 
statute describes as super-tax. It is also to be noted 
that dividends of all corporations were subject to normal 
tax only in the hands of the company. The exemption has 
been continued ever Since although income tax has in- 
creased almost ten-fold and additional taxation in the 
form of excess profits tax has been imposed. Also the 


exemption of company dividends from normal tax in the 


hands of the shareholder was repealed in 1926. 
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(82) Only mutual ‘tcorporations' are exempted. Viewed 
objectLlvely it is impossible to see any real difference 
between mutual fire and casualty insurance corporations 
end joint stock corporations carrying on this Kind of 
Mmeurences in View OF the decision of the House of Lords 
in the Gornish Mutual case above referred to there is no 
tonger any basis forthe claim) that! the former are not 
Carrying Onvactvradse or’ business. 

" (33) The members of this association as individual tax- 
payers are particularly interested that the bonuses or 
dividends paid by purely mutual corporations should be 
taxed in the hands of the recipients in exactly the same 
way as the dividendsvof other: corporations... The areu- 
ments advanced in Part II of this memorandum for the tax- 
ation of co-operatives and the co-operative dividend apply 
with equal force to mutual corporations and their dis- 
tributions to members. As already stated in the United 
Kingdom the recognition of the company as a corporate 
entity for the purpose of ~income tax*meant thaty the 
doctrine of mituality had to go by the board both in 

the case of the co~operatives and in -the case of mutuals 
as well. The identification of the company with its mem- 
bers 1s precluded by recognizing the company as a cor- 
porate body and the doctrine of mutuality depends on such 


identification. 


Enforcement of Provisions of statute 
"(84) There are grounds for believing that the assess- 
ment of co-operative and mutual corporations for income 
taxation has not been in accordance with the provisions 


of s. 4 (p) and 4 (g) of The Income War Tax Act and the 


provisions of the Excess Profits Tax Act. If such is 
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found to be the case then these concerns should be re- 
assessed for past years on the proper basis. The income 


tax law should be enforced against all taxpayers alike. 


PART IV 


ET 


THE INCOME WAR TAX ACT AND THE DEFINITION OF 
INCOME 


"(85) Having attempted to deal with the question of exemp- 
tion of co-operatives and mutual corporations on the prin- 
Giple of mutuality~--the only principle which these concerns 
have been able to invoke to justify their preferred 
treatment--and having attempted to describe the constitu- 
tion of Canadian co-operatives and the preference which 
they and mutual corporations at present enjoy under The 
Income War Tax Agt, it remains to consider whether viewed 
objectively the activities of such corporations give rise 
to. taxable profits, that is to say, to *income' within 
the meaning of The Income War Tax Act. From the point of 
view of equality of taxation the questioh to be decided 
is not whether the surplus arising from the transactions 
of co-operatives and mutual corporations constitutes 
income’ in tne abstract but whether-~apart,of course, 
from any existing exempticn--such a surplus constitutes 
income within the meaning of the Act, which is the test 
applied to all other taxpayers. 
| Section 3 of The Income War Tax Act provides: 
'. For the purpose of this Act, “income* means the 
annual net profit or gain....from 4 trade or commer- 
cial or financial or other business or calling, dir- 
ectly or indirectly received by a person....or from 
any trade, manufacture or business, as the case may 
be whether derived from sources within Ganada or 


elsewhere; and shall include the interest, divid- 


7 i 
; ON 
4 ' 
J ‘ 
sy ' 
; ‘ i 
\ , 
* Li : , 
: Out 
¢ ‘ey 
. , 
% i 
% ’ 5 tid PP ans 5 
; ihn 
’ ‘ ’ 70 i ‘ 
‘ ma 9 ‘tan é iF 
Ey: we - ‘ 
4 
t 
, | 
, n 
tm: a : f “ ‘ ' 2 - Ay * pt A, rf NA 
é » oy tes ee F a ore ee fee eh ee “iy 
| - ; f Fs eS Bie Th Oe ae 
4 Lx i Fe Y t at ‘ alae "Ue on ee he + 
en oe Ser 
: ; ats cee) ieee = phen alae 
} “4 \ a: Ni a ea ei 
ye \ ‘ 
d ‘ , rt Pe 4 ' 
$ . os < 
A ne ; oy fant i rm . ‘ ey ey te 
y , 4 im ge : » 1) Prag J ; 
~ oe ; ‘ =~ ee) id 
, i Piatt ; ore % ek thn BA 
' ¥ ve A . 
a cia ny : tw 
f 
aa : i : 
mae V 
; ey Nes a oe, Lied 
‘ 
« 
j 
. : n ‘= 4 
- - 
' ’ 
s ' . ™/ ed 
Peer 
‘ i | 
Fr 1 A 
4 
a t st ‘ . 
‘ 
3 i pio of 
, i ‘ ‘ t 
* s : ‘ ¥ 
4 ¥ a 
hie $ Q 
i ‘ 
* J / ‘ 
' . 
. i “ 
uy : H 
J ’ 
P | : 
d ‘i 
1 : * 
} 4 
r 
‘ > ‘ 
IN f 
‘ 
r 
' 
¥ * 5 
\ 
: at fon 
¥ . ” ahi He 
: ‘ 
5 
P 3 a - 
F y * eon 
i ‘ ot : 
F 
mae ; 
i ‘ 
ig gig cx ‘ € ote Bi 
" 4 
‘ 
j r ; 
5 Ben =a eh: tw E 
" | En hile >. 
‘ e 
i aN rl ae : : 
r tea : & 
. . Z 7 fi ad = 
n "i st 
i : taut i vc aaa eo) ma 
’ \ a 
y F 
i 
. at oe , sak 
5 : i ipcuat te : 
F + ‘ 
5 ‘ na int 
. rm iy 
F PX ¢ vA ' : 2 
f e fe a fs 
aa fi 
rs - 
ae ~! ? 5 
’ q ‘i . ' an : 
if t ey PA hh aaa . a i 4 T 
me » C haere ree et: ae ¥ 
» . q > : : 
, 1 . * . A 
= = iret ei 4 a ‘ + 
ye 7 Hoy . 
: < ; , ou 
is ; ed “ 
‘ ely Ry : , aS 
ae Od r big 
4 cae aU oo we 
ara ny ‘ 
oye xa Kcling ae : 
i ‘ Oh mee . 
y i Gh bat 
. 


3-53 -1777 = Mr. Adamson 


ends or prorits directly-or indirectly received from 

money at interest upon any security or without secur- 

oy Or rem SuCcks Or Lrom any OvUnsr investment, and, 

whether such gains or profits are divided or distrib- 

MESO OF ROG... 

"Section 2 (h) of the Act provides: '*person" includes 
any body corporate and politic and any association or 


Buel DOUYy view. 


*(86) According to Murray's New English Dictionary (vol. 
X. p. 225) 'tradingt means tthe action of the verb trade 
im Verious senses; especialiy the carrying on of trade; 
buying and selling; commerce; trade, traffic.' Again at 
Ds 224 *tYrader' is defined as ‘one: whose business is trade 
=) G2 COnmerGs, .OT Who Ts eneassd in trading: @ dealer or 
trafficker ,.' Again at p.e 222; no. &, ttrade! is des-— 
Grivea as ‘passage or resort for the purpose of commerce; 
hence the buying and selling or exchange of commodities 
POb Cerolip; Commerce, traitic, trading. 
“(87) The report to President Roosevelt of the tInquiry 
on Oo-operative Enterprise in BRurope 1937 states at page 
EOS 
'...asThe usual point of operation is the point of ex- 
change; hence co-operatives first engage in buying 
and selling, and that always remains their most 
important function. Other activities which they 
undertake are for the purpose of making their buying 
or selling more effective....! 
*(88) Konstam in speaking of the English decisions on the 
subject says at p. 69: tIt may be said more broadly that 
if the adventure or concern is carried on by commercial 
methods, the motive for which it is carried on is immat- 


aerials and ‘thus a society whose object is the diffusion 
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of religious literature but which incidentally carries on 
booksellers' shops is to that extent engaging in trade...! 
Then there is the statement of Lord Blackburn in Mersey 
Docks and Harbour Board v. LUGES , 1885, S.A, oo ae 
pe 910, where he says: 

'«.-there is nothing in the nature of things, nothing 

in the words of the Act to Say that when an income has 

been actually earned, when an actual profit upon which 

the tax is put has been earned and received by any per- 

Son or corporation, Her Majesty's right to be paid the 

tax out of it in the least degree depends uvon what 

SUB Y Bre i do with it afterwards, except in certain 

excepted cases such as charitable trusts and some 

others,! 
"(89) It is plain from the foregoing that the real test 
i@, How the proris originates or is earned, and that whether 
the profit is taxable or not does not depend in any way upon 
its ultimate destination or distribution. And these remaris 
are as applicable to the Canadian Act as to the legislation 
of the United Kingdom, Applying this to mutual corpor- 
ations, if their operations constitute 4 trace, Ora come 
mercial or financial business, then the Surplus--if any be 
produced~-- constitutes taxable income; and apart from any 
statutory exemption the fact that it is distributable 
amongst members only can make no difference. As already 
stated, in 1926 the House of Lords held in the Commish 
Mutual Agsurance case that a purely mutual insurance com- 
pany was carrying on a trade; and havine regard to the 
specific words of s. 3 of the Act which have just been 
quoted, it seems impossible to say that the surplus 
derived from the business of a fire and casualty mutual 


corporation is not 'income from a trade or commercial or 


Cl 
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financial business or calling,' and that bonuses or other 
distributions of such surpluses to the policyholder- 
Members are not 'tdividends or profits directly or indir- 
ectly received from money at interest from stocks or from 
any other investment.'! As pointed out by Lord Blackburn 
in Last's case the word 'dividena? quite aptly describes 
any division of profit on whatever basis it may be made; 
there is no reason to restrict its meaning to a division 
of profit on the basis of share holding in a joint stock 
company. 

*(90) But whatever the position of the mutual fire and 
casualty insurance corporations May be there can be no 
doubt whatever of the position of co-operatives--both 
marketing and distributive~-under the above derimht lon of 
income. Both marketing and distributive co-operatives buy 
to resell at a profit and are therefore, traders, or carrv 
on a trade. To hold otherwise ig to ignore the plain 
meaning of words. The fact that in the cage of the dis- 
tributive co-operatives sales are mede only to members 
makes no difference. The principle of mutuality does not 
apply if the co-operative be a legal entity apart from 
its members. One might claim with equal reason that: a 
retail store that does business only with its own share- 
holders is not trading. The position is stated clearly 
by Mr. G. H. Grichton in a passage from his article in 
the Law Quarterly Review already given verbatim, 

*(91) The constitution and operations of a modem ao- 
operative corporation closely resemble those of an ordin- 
ary joint stock company. The joint stock company is a 
legal entity separate from its members or shareholders; 
SO is the co-operative. The company operates through the 


agency of its paid officers and employees; the modern 
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co-operative operates in the same way. The company has 
capital stock divided into shares; so has the co- 
operative. The company buys and Selle, CRAG LS | ot eee 
ries on a trade; so does the CO-Operavive. | The pretty oF 
a company is arrived at by striking a balance of income 
over Out-goings including in the latter operating expen- 
SCS, expenses of management and any trade losses; the co- 
Operative's surplus is arrived at in precisely the same 
way. In the case of both the profit or surplus is money 
surplus. In the case of both thé profit will depend on 
ene Suit, euerey, Loyalty and diligence of the staff and 
management. In the case of both organizations the members 
or shareholders are not liable for debts of the corpora- 
tion except to the extent of the amounts unpaid on their 
memberships or shares. In the case of both organizations 
the individual member or shareholder is not entitled to 
the surplus or reserve or any pars thereof until the dir- 
ectors have declared a dividend in accordance with the 
constitution of the corporation or co-operative. In fact 
the only difference between a joint stock company anda 
co-operative appears to be that the company divides its 
profits between its shareholders in proportion to the 
Shares owned, whereas a cosoperative after paying inter- 
Csv “On share capital, if any, “distributes*ite profits in 
proportion to the volume of the memberst purchases or 
sales as the case may be. 

HLS) “Phere isp lof cotirsey the elaim of the co-operatives 
that they are entitled to exemption from income tax because 
they perform a social service or function. This claim 
cannot be denied; but then every business pertorms 46 
social service or function. And other things being 


equal, when a business fails it is usually because it 


. 


S-97 


HLS) = . Mr. Adamson 


has failed to perform a public service. whether cO-Oper- 
ative corporations or joint stock companies give greater 
service to their customers is a matter that can only be 
determined where conditions of fair competition, including 


equality of taxation, prevail. 


"Taxation of Canadian Joint Stock Companies 


and Joint Stock Company Dividendsw 


When the Act was originally passed in 1917 a Canadian 
Corporation was taxed on full profit but there was provis- 
ion in the Act that the shareholder did not pay normal 
tax on dividends he received. That was altered in 1926 ana 
ever Since then the full profits on the corporation have 
been taxed and the dividends in the hands of the sharehold- 
ers themselves again. I give the history of the legisla- 


tion with an extract from Hansard, 


"(93) Under the original Income War Tax Act of 1917 Cap. 
28, section 3 (1) (d) the shareholder taxpayer did not 
pey normal tax on corporation dividends which he received. 
The sub-section provided; 
"For the purposes of the normal tax, the income 
embraced in a personal return shall be credited with 
the amount received as dividends upon the stock or 
from the nee earnings of any company or other person 
which is iio ts upon its income under this act.? 
"(94) The foregoing provisions of the Act were discussed 
in the House of Gommons in 1917 when the original act was 
introduced and the following extract from Hansard explains 
the practical application of it and the attitude of the 
Minister of Finance, Sir Thomas White (see Debates, House 
of Commons, Session, 1917, Vol. IV, p. 4072); 
'Mr. German: An incorporated company is to be assessed 


and then the persons deriving incomes from that incor- 
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porated company are also to be assessed. There would 

be certain to be a double essessment’,.one of the incor- 
porated company and one of the individuals who derive 
their incomes from the incorporated company. 

‘Sir Thomas White: My honourable friend will observe 
when we get a little farther on with the Bids that 

while the company is assessed on its income its share- 
holders are also assessed upon their incomes, but there 
is an allowance made to the Shareholder of the normal 
tax where the normal tax has been paid by the company 
upon the dividend which he receives. Wwe have adopted 
there the principle followed in the LU S.yheras tation. 
Speaking for myself and from a long experience in con- 
nection with taxation, and especially the taxation of 
incomes, I have always thought it a mistake to assume 
that there is double taxation when a company is assessed 
and when its shareholders are algo assessede My honour- 
able friend knows that a corporation in law is different 
from any or all of its shareholders. It is a legal 
entity carrying on business in competition with individ- 
uals and partnerships. ‘Therefore it has never appealed 
to me very strongly that a corporation should Rot be 
assessed and that its shareholders should not be like- 
wise assessed. But while I believe that the time will 
come when, in dealing with legislation of this kind, a 
corporation will be assessed in respect to its income 
and its individual shareholders will be assessed in 
respect to their incomes, we have not probably pro- 
gressea to the point yet where we would give that 
doctrine the effect which I think it Should have. 

But we defer to the generally prevalent view in con- 


nection with income taxation of this kind to the 
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extent that, while we assess a corporation upon its 
income to the extent of the normal tax, when we come 
to assess the shareholders in respect to their incomes, 
including the dividends which they receive from the 
corporation so assessed, we make an allowance equal to 
the normal tax which the corporation has paid upon the 
dividends derived by the shareholders,t 
1a) ey Cape, Soot the Statutes of 1919 s. 2 C2 (ia Woks ae 
subsection 3 (1) (d) of the Act of 1917 was superseded by 
the following: 
‘dividends received by or credited to shareholders 
of a corporation which is liable to taxation under 
Moe prpevissons, Of. Ais Act ishall not, be Isble jbo 
the normal tax in the hands of the shareholders, 
but shall be liable to the supertax and surtax pro- 
visions of this Act or any amendment thereto. The 
amount of the exemption to the shareholder shall not 
exceed the net amount of such dividends after the 
deduction OC whe antepest or carrying charges’. if 
Say, im respect of. such,.diwidends .! 
"(96) In 1926 this provision was repealed and was made 
applicable to 1925 income. Since 1926, therefore, the 
profits of Canadian joint stock companies have been taxed 
and the dividends which they pay have been again taxed in 
the hands of the shareholder, 
"(97) Sir Thomas White's remarks on the competitive 
aspect of the tax as between different kinds of business 
organizations is interesting in view of the position to- 
day. His view that corporations should be taxed as sep- 
arate entities as a matter of fair competition is hard 
to understand when he does not suggest imposing a similar 


tax on other kinds of business organizations, such as 
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partnerships or businesses owned by a sole proprieter. 
Today, both here and in the United States, the objective 
is rather to remove the double tax on corporation profits 
distributed as dividends so as to place them on an equal- 
ity with other business organizations. Jt should be men- 
tioned that in the United gtates also the exemption of 
corporation dividends in the hands of the recipient was 
repealed before the war. 

"(98) Because there is no material difference between the 
constitution and operation of a joint stock company on the 
one hand and co-operative and mutual corpora taons: .on ithe 
Other, the exemption of the latter from Federal income 
taxation--either as authorized by Parliament) or) deafaicto-- 
discriminates against the Canadian joint stock company and 
imposes additional burdens of taxation upom itvand eh) 
other taxpayers; and subjects joint stock companies and 
other forms of business enterprise to unfair competition, 
the severity of which may be accurately gauged by refer- 
ence to the high rates of tax now in force, And high 
rates are expected to continue for many years to come. 

It places co-operative and mutual corporations in the 
invidious position of being--to use the words of a eco- 
operator--'tprotected by the charity of the State.' mthe 
exemption referred to transgresses the principle of equal- 
ity of taxation--a principle which as already stated is 
coeval with the rise of Parliament to a supreme position 
ithe: oonshitution. Tt is, perhaps, not too much to say 
that the necessity of controlling taxation and fiscal 
policy in the interest of all, rather than in the inter- 
est of a few, was what impelled Parliament to assert its 
supremacy in the first place. 


"(99) Mr. Roy Blough, of the United States Treasury 
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Department, said recently in a paper entitled tReonomic 

Research and Tax Policy' published in the American mcon-= 

omic Review (Vol. 34, Supplement June, 1944, De 6) 
". « eThere is first of all the tax justice which is 
achieved by the like treatment of likes. This is 
essentially the avoidance of arbitrariness which was 
previously mentioned. If John Brown and John Smith 
both are in the same economic Situation, tax justice 
requires that they be treated alike. Tf they, are ain 
exactly the same economic situation, their failure to 
be treated alike will be due to lack of uniformity in 
tax administration. The inequities of assessment of 
real estate are well known. put some of the worst 
inequities occur where the economic situation is in 
general alike for different people, but where some 
one factor is different. This factor may not be 
important in determining the amount of taxes which 
people ought to pay, but it may in fact be important 
in determining the amount of taxes they actually do 
pay. . .Tax equity consists in recognizing these 
inconsequential differences for what they really are 
and adjusting taxes so that they fall with equal 
weight on people with equal ability to pay taxes.i™ 

I do not think I need to read the rest of it. 

THE CHAIRMAN: Perhaps light should be thrown on the 
manner in which the association represented by Counsel sup- 
ports the brief. We have had that from almost every 
organization that has appeared before us. Perhaps Mr. 


Adamson might be sworn and asked some questions on it. 
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HERBERT ADAMSON 
pecretary, 
Income Tax Payers Association, 


having been duly sworn 
testified as follows: 


BY MR. PARKER: 

Q. You state that your association has 6,500 members? 
Ae Yes. 

Oem Would 10- be possible: Tor you te file alist. of 
them? fe Vos TROre ri Sar Listy DUteLtL LeenOL 0-100 
date. Membership is coming in every day. 

Q@- Will you tell us generally how your association was 
formed? A. It was formed last April and we canvassed for 
members by circular letter through the mail, 

Q. Have you a sample of the letter? Ants Yes >) there 
Peeeher crys. 

Qe Was “here a:Series Of tien? A. Yes: "ahere is 
tne second. «That ais ala’ 7] have. There wast one earlier but 
I haven*t got a copy of it. It was in the same terms as 
the multigraphed letter you have there. 

@, “Waco are’ the eoverning” officials. the execute 
committee? A. Mr. Thorvaldson is President, I am 
Secretary, and Mr. Macleod of the firm of Swift, MacLeod 
end Peacon sand Mr, Deacon are also on "the execulive. 

Q. How was the executive appointed? A. Mr. Morley 
Smith of Toronto is Vice-President. 

Os How are the ‘orficers sleeved? Ay!) Phsey are pro— 
visional directors. They have not been elected. There 
nas’ HOU peen a general: mectineg. 

Q- How did the executive become constituted as pro- 
visional directors? A. They formed the association. 

®. 'How Many are there? A Ses 

Q's Nane them, please. A. There is Mr. PhorvaLticon, 


who is President, then Mr. Morley Smith. 
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GO. Whois hey As 20) TS"e Preculsineg SsoLLorver ter 
Toronto. Then there is Mr. Macleod, who is a solicitor in 
Winnipeg, of the firm of Swift, Macleod and Deacon, and 
Mr. Deacon. | 

@- Who is he? A. A partner of Mr. Macleod'ts,. 

Q@. And these five constitute the provisional directors? 
Pigg ae 

Q- And the executive committee? Aa Lees 

Q.- When it was time to prepare this brief, which you 
have read in part, what steps were taken to ascertain the 
wishes of the association? A. No steps were taken to 
get the wishes of the members of the association except in 
terms of those letters. They were canvassed on the basis 
that we were opposed to the exemption of co-operatives and 
government owned business institutions and the mutual cor- 
porations. It says so plainly in the letter. 

Q- Which one? A. Both of them. 

Ya nate you extra COpLes? By Yess 

Oe Tiere 25. no date.on thab first one. A. That was 
sent out immediately after the appointment of the Royal 
Commission we refer to. 

QO. tL understood you to say there was one Sent..cut’ in 
Aviat? Pe NSS s 

Oa LOU Nave not a ‘copy? Ae No. [t is in the same 
terms as the other one sent out’ in” June. 

Q@. On June 14, 1944 you sent out a circular letter 
substantially the same as the other? Dee PON 

Q. Was that. sent out after you knew there would be 
this investigation? A. Not on June 14. 

Q. That was merely a circular letter for the purpose 
of acquiring members? A. Yes. We say: "The exemption 


from income tax of co-operatives, of mutual insurance 
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companies and other mutual corporations, and of municipal 
and government owned business undertakings are examples 
of injustices in the existing income tax law, the redress 
of which would relieve all taxpayers, both individual and 
corporate, of unfair burdens and unfair competition.’ 

Q» In the second last paragraph of the circular of 
June 14 you say: "It is proposed to organize the [Income 
Tax Payers Association on a dominion-wide scale." 

Fe Lys « 

Q- At the time these circulars were sent out how many 
members did you have? A. At the time the first one went 
out? 

Gy om talkines about the one in gine. ee ee COUT. 
not say offhand; it would be less than 500 members, 

Q- Your main object in sending that letter was to 
place your proposals before the prospective members? 

A. Yes. 

Q- How did you select your mailing list? A. We were 
Supplied with lists. 

Qe What kind? what cross-section of the country does 
your association represent? A. The first list sent out 
comprised the business executives across Canada and the 
officers of corporations. I forget how many there were on 
she list. There were probably 6,000. 

Q.- Six thousand business executives? Piet eh OS 6 2) Ett 
the same way we canvassed civil servants, 

Q. How was the canvassing done--by letter? 

Mawes: Cavciier letters that is the way the whole member- 
Ship has been got. 

¥- How did you get the list? A. I cannot enumerate 

them by heart. 


Q- But did you take the telephone directory? 
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Bary Tes, think we did. 

Q. The regular city directory? die LES.2% .t; Geo on, CC 
it myself. TI instructed the psople who do that business, 

Q.- What type of people? &. Wiggins, for instance. 

Q@- Who is he? As They Supply malling’® lists 

Q.- They are professionals? A. That'is their business. 

Q- “It you went and asked them to supply a’ list of people 
interested in buying any commodity they would give you a 
list? Lane a ces 

Q- What general instructions did you give? ike We 
Started out with a directory issued by the Maclean Publish- 
ing Company of all business executives and officers in the | 
Dominion of Canada. That was the first we sent out, and 
it included every member of every legislative assembly in 
the Dominion of Ganada and all members of the House of 
Commons. That was the first. 

Q- You asked the people to supply you with names? 
4&~- "NO. We sent out this letter addressed to them inviting 
them to join the association. 

Q- If you sent a letter to every member of the House 
of Commons and to all the members of all the provincial 
legislatures you would not have more than four or five 
hundred. Where did you get the rest? A. That is not the 
only list we used. We had the services of Mr. Morley Smith. 
He sent out a number. He had a mailing list. He has all 
the details. 

Q- In response to this general letter, about how many 
joined up, approximately? Aw. J OOUDD Bot. TealLivy talk, 
Membership is coming in every day. fhe bulk of the member- 
ship was secured after this Royal Commission was appointed 
and as a result of that second letter. 


Q. About when did that start? A. This commission was 
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appointed in November, I believe, 

Q@. in one of these circulars you say: "To all income 
tax payers: The Income. Tax Payers Association has been 
formed with the main object of securing a more equitable 
distribution of the income tax burden. Some of the other 
objects of the association are: (1) fo investigate and 
study the incidence of income tax, both generally and as 
it may affect any particular trade, industry, business or 
class of individuals; (2)’To seek and obtain the simplif- 
ication of income tax laws; (3) To inform members of the 
association from time to time of the provisions of any 
income tax legislation ane of any new developments in 
income tax law; (4) To afford income tax payers an oppor- 
tunity of acting unitedly in making representations to the 
proper authorities to secure relief from inequalities in 
income tax law or administration; and to 2Uve DUDL RCL ey eo 
such inequalities with a view to obtaining the redress 
thereof. We, therefore, intend to present a memorandum to 
the Royal Commission announced by the government to con- 
Sider the tax treatment of cooperatives in canada, and we 
wish to have the largest possible membership to give 
weight to our presentation to the Commission.” 

THE CHATRMAN: Was this memorandum submitted to any 
considerable number of the membership? 

THE WITNESS: No. There were just four of us present 
when we formed the association and Signed the articles and 
started to get the membership. 

BY MR. PARKER: 

Q- Is there a formal application for membership? 
A. It is at the bottom of the letter, 

Q@- You speak of articles of association. Have you 
articles of association? A. Yes, but-[T haventt got a 


copy here. 
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Q. What do you mean by articles of association? 
A. The memorandum of Keabcuetikink I should say. 

Q.- Do you propose to become incorporated? ‘hay eNO 

Q- What do you mean by memorandum of association? 

A. It forms the basis of the association. ye are not an 
incorporated body and do not intend to be. 

So. LOU, 1 take it, With your association prepared this 
document? A. Yes. 

is Was it submitted to the executive? Re i YOSe Here 
is a certified copy of the resolution, 

Q@- Passed by the executive? A. Yes. At the same 
meeting we authorized a submission to the other commission 
on annuities, 

Qs OUD of a totals membership of 6,000 odd, how many 
have seen this brief and approved of it? Me Note very 
many. 

MR. THORVALDSON: It should be said that the Income Tax 
Payers Association, in its organization, followed very much 
along the line of the Income Tax Payers Association of 
Great Britain, which I think did some valuable work in 
connection with tax problems and which, as you know, 
appeared before the 1955 inquiry. "“I-domot recalt whether 
they appeared before the 1919 Gommission but they made a 
submission in Great Britain and we organized very much 
along Similar lines. There is a Similar body in the 
United states. 

BY MR. SCARTH: 

Os “Le i Finencso., purely.on membership fees? A. Yes. 

Q. That is to. cover the cost of operation? Be wa 
dontt think that comes within the scope of this inquiry. 
We formed the association as we had a right to do. We 
have the right to free association in this country and [I 


do not think we are under any obligation to explain how 
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or why. 
THE CHAIRMAN: I do not think we wish to inquire further 
into that. 


phe Commission adjourned until 2.15' p.m. 


we ee a oe 


The Commission resumed at 2.15 p.m. 


MR. THORVALDSON: Mr. Chairman and gentlemen, although 
Section 2.is somewhat lengthy, I will try to summarize it 
as far as 1 can by simply reviewing those. parts. in, which 
perhaps there is repetition. I begin at page -45: 

"SECTION 2 
Part I 
Other Aspects of Tax Exemption 
*(101) Together with the objectives already referred to in 
this submission the Income Tax Payers Association has other 
more broad and general objectives. We believe in the 
profit or free enterprise system under which Canada has 
developed into a great and powerful nation with at least 
the second highest if not the highest, standard of living 
in the world. We believe that the vast majority of Gana- 
dians desire to retain this profit or competitive or free 
enterprise economy which has been developed in canada and 
that this majority are opposed to the creation of con- 
ditions which would tend towards monopoly control of the 
business and industry of Canada, be it state, co-operative, 
mucueal or any other. type. 
*(102) We believe that this system a be destroyed just 
as effectively by back door methods of tax inequality and 
tax discrimination against certain types of enterprise as 
by a direct decision of the people at the polls. Hence 


the preservation of our profit system requires the 
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elimination of tax inequality wherever such may appear. 
We therefore urge complete equality of taxation treatment | 
in all respects as between individually owned, partner- 
ship, corporate, co-operative, mutual and government 
businesses. 

(103) We recognize fully the right and privilege of co- 
operative and mutual enterprises to exist and prosper as 
part of a free enterprise economy wherever and to what- 
ever extent they prove themselves to be equal or superior 
to other forms of enterprise. Its only quarrel in so far 
as co-operatives and mutuals are concerned, is in res- 
pect of preferential treatment accorded to them by the 
state either in respect of taxation or in any other mat- 
ters having a bearing on competitive positions. 

#(104) This association believes also that there should 
be and perhaps is considerable unanimity of view between 
private business and co-operative and mutual business 
(which are in truth forms of private business) in respect 
of the invasion of governmental business into the field 
of all these types of private business. All know that 
covernment, if it has a mind todo so, can sweep aside 
all competition in any business field into which it 
decides to enter. We believe that none of these types 

of business favour such an extension of governmental 
business as would amount to virtual state capitalism 

and that all will exert all the influence at their com- 
mand to prevent that. 

#(105) The purpose of these preliminary remarks is to 
emphasize that the program of the Income Tax Payers 
Association is broad and that it contains numerous 

points on which there can be agreement between private 


and co-operative and mutual enterprise. 
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"(106) We deem it also to be a fact that co-operative 

and mutual business is not Opposed to the broad principle 
of tax equality as between various types of business, but 
rather that disagreement arises as to the interpretation 
and application of that principle. Therefore most of this 


Section will be devoted to a consideration of that issue, 


PERG 20 
Historical Basis of Tax Exemption 
"(107) Before proceeding further, however, we desire to 
make brief reference to the historical basis of the exemp- 
tion from income: tax of co-operatives in the United Kingdom 
(from which land so many of our laws have Sprung). We have 
already dealt with this matter Prom the point ior iriew or 
the legal doctrine in respect of mutual trading. 
(108) Co-operative societies there were foster-children 
of the Friendly Societies. The Friendly Societies which 
first secured legal recognition in an ACG Od LVOS. (So ec 
ITT cap. 54) had for their main purpose the raising by 
voluntary subscription of the members thereof funds for 
the mutual relief and maintenance of the members in sick- 
hess, old age and infirmity and of promoting the happiness 
of individuals and at the same time dininishing the public 
burdens. 
*(109) The State in those early days, being most desirous 
of diminishing the public burdens in this way, adopted 
various means of encouraging the Societies, one of them 
being the granting of exemption, first from stamp duties 
upon their legal documents, freedom from court fees and 
finally freedom from various other taxes including the 
income tax under certain schedules of the Income pax Acts. 


Then in 1852 with the passage of the first Industrial and 
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Provident Society Act the former tax exemptions granted 
to Societies registered under the Friendly Societies Acts 
were extended to those registered under the [Industrial 
and Provident Societies Acts, and co-operative societies 
which all now became registered under the latter Acts, 
continued being exempt from certain taxes including taxes 
on trading profits. The reason for this original tax 
exemption was not, however, any theory of mutuality or 
mutual trading, but wholly because the early co-operatives 
were merely associations of working men and poor persons 
who were being encouraged by legislation to help one 
another with a view to diminishing public burdens upon 
their fellow citizens and the State. In other words they 
were considered in the light of philanthropic and charit- 
able bodies and accordingly received similar treatment 
under the tax laws as other such organizations." 

The  doctriné’ of mutuality did) not exist in’ the 
early days in respect of comoperatives:,\and an’ fact! it 
was never applied until 1889 at the time of the gtyles 
case. In connection with the Styles case, I would refer 
you to the fact that out of eleven judges who actually 
heard it, only four upheld the points which they did in 
respect of the doctrine of mutuality, while the other 
seven were opposed. 
"(110) When, therefore, as now in Canada, co-operative 
organizations, some of which individually have assets of 
many millions of dollars, and collectively do a volume of 
business between 350 and 400 million dollars a year, such 
& Situation is indeed a far cry from the organization 
formed by the original twenty-eight flannel weavers who 
founded the Equitable Pioneers Society in Toad Lane, 


Rochdale, Lancashire, in 1844. Tax exemption, as 
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provident societies, can not now be claimed by the huge 
business institutions which some of our canadian co- 
operatives are today.'* 

In the next part the purpose is to show that what ~ 
pegan as a slight subsidy in favour of co-operatives, and 
a not intolerable discrimination against competing busin- 
ess, has now become, because of the increasing tax rates, 
a back-breaking burden upon privately owned partnerships 
and corporate businesses in Canada. Then I review the 


corporate tax rate of 1930 of 10 per cent: 


PPAR LTT 
Comparison of Income Tax Rates in canada 
*(111) As a further preliminary to this part we desire 
now to consider and contrast income tax rates and income 
tax collections in Canada in the year 1930, when section 
4 (p) was passed, in 1939, the first pre-war year and 
1944, It will, we think, become apparent from these com- 
parisons that although the discrimination against private 
business created in 1930 by the enactment of section 4 
(p) was not very considerable, yet neither time nor rates 
of taxation have stood still since that year. what began 
as a Slight subsidy in favour of co-operatives and a not 
intolerable discrimination against competing business, 
has now become, because of increasing tax rates and lax 
departmental administration, a back-breaking burden for 
privately owned, partnership and corporate business in 


Canada. 
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"CORPORATION 


RATE: 


10% 


TOTAL INCOME 
TAX 


15% 
(where returns 
consolidated rate 
was 17%). 
(Increased to 
18% and 20% res- 
pectiveiy by war 
budget of Sep- 
tember 12, 1939) 


COLLECTIONS: $71,048,022 $134,446 ,566 
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(In each case for fiscal year ending March 31, in 


succeeding year.) 


Mr. .Tharvaldson 
1943 


40% and 80% of 

Evia ax 
(Under both Income 
and Excess Profits 
tax acts, except 
in the case of 
Companies having 
net incomes under 
$5000, when rate 
is 30%) 


$1, 620,475,000 
(estimated) 


ne eee 


"The total estimated income tax revenue for the year ending 


March 31, 1944, 


appendix to The 


(See Hansard of June 26, 1944), 
INCOME TAX: 
Podawaouete (eradieced) <) . .. ‘s 4 


Naviloveal Defence Tax .)< ., ei ad sais 


COrpOratLons « « « 


Perens ante roses Ste. seco 5 


Excess profits tax 


o. ) e e e e e % e 


of $1,620,475,000, is taken from page 4 of 


Budget, 1944-45, and is made up as follows 


$813,047 ,000 


388 , 000 


311,379,000 


26, 943,000 


468,718,000 


Together, the corporation tax and excess profits tax amount 


to $780,197,000, 
1930 


Total revenue 

from all taxes 

(in each cage 

tor Pisce | | 

period ending $ 296,276, 
March 31, in 

succeeding 

year) 


Percentage of 
income tax 
revenue to all 
revenue 


24% 


riley 


396 § 467,684,964 


29% 


1943 


$ 2,591,812,000 


62% 


In brief, it will be noted that as between the fig- 


cal years 1930-31 and 1943-44 revenue from income taxation 
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has multiplied approximately twenty-three times and even 
as between the years 1939-40 and 1943-44, approximately 
twelve times. 

*#(113) We make these comparisons merely to indicate and 
emphasize the tremendous changes that have only recentiy 
occurred in Canadats taxation structure, the main change 
consisting of the increased income tax burden. [It is the 
impact of this shifting of our national tax structure 
which makes the problem of income tax exemption of co- 
operatives, mutuals (as well as in fact any other enter- 
prises that are income tax exempt), of paramount impor- 
tance. 

"And the problem has not acquired this importance only in 
regard to the revenue needs of the state or as regards 
competing businesses, but also in respect to the tax bur- 
den of other tax payers generally. Jt should be recogniz- 
ed that since the revenue needs of the state must be fill- 
ed, hence tax exemption of any kind entails a shifting of 
a tax burden to other shoulders. Frequently also these 
other shoulders are not as well able to bear the shifted 
tax burden as were the shoulders from whom they were 
shifted." 

In Part IV I do not think I need read anything except 
the following from paragraph 114. 

"Tt is submitted that there will be ample evidence 
produced to ghow that the great increase in this volume of 
trading that is occurring in Canada from year to year 
results largely from the appeal and attraction afforded 
by a tax exempt method of doing business in an otherwise 
heavily taxed economy. Evidence, we believe, will also 
be produced that one of the main arguments used and 


widely circulated by the promoters of co-operatives, is 
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the fact of the present tax exemption enjoyed by this type 
of business, and its resulting advantage over other types 
of business organization." 

I set out at the bottom of the page figures which you 
have seen so often, and which are furnished by the govern- 
ment. 

MR. PARKER: Figures of total business? 

MR. THORVALDSON: Those are total figures of co- 
operatives as given by the Agricultural Boonomics Branch, 
I come now to paragraph 117: 

(117) The department's reports also indicate that in 
1943, marketing co-operatives handled about 24% of the 
main farm products entering commercial trade channels. 
Clearly therefore, nearly one-fourth of the trading in- 
volved in the marketing of Canada's agricultural products 
in that year was exempt from the income tax while the 
trading involved in the other three-fourths was subject 

to income taxation. 

#(118). The figures as to the volume of co-operative trad- 
ing in 1944 are not yet available but we believe the total 
to have been considerably in excess of the three hundred 
and fifty odd millions done in 1943, 

(119) Another type of co-operative, credit unions, now 
number nearly 1800 and in 1943 loaned $16,900,000. Mutual 
fire and casualty insurance companies which are also ex- 
empt from income taxation did an annual volume of business 
in 1942 of a premium income of $12,616,990 which yielded 

a profit of $2,298,662. 

(120) This large and increasing volume of business or 
trading is not making its proper contribution to the 
revenues of this country. This trading receives the 


same benefits from organized society as all other trading. 
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There as" Surely noe difiersnce in’ that regard. This’ tax 
sxempt trading, furthermore, is every bit as dependent 
upon the military victory of canada in the war as any 
other business and should therefore make an equivalent 
contribution to the nation's war effort as trading carried 
on by tax Raeane enterprise. 
*(121) If this tax exempt business continues to increase, 
accompanied by a corresponding decrease in tax paying 
enverprise, at is Tair to ask, who will then pay the taxes 
now being paid by the presently tax paying business? We 
submit in this regard that there is evidence to indicate 
a continual and rapid displacement of tax paying trading 
by non-tax paying trading and a consequent narrowing of 
the base from which today's corporation income and ex- 
Cess prorits taxes are secured. 
"(122) Based on a rough calculation of the income and 
excess profits taxes paid by tax paying snterprise we 
estimate the loss of revenue sustained by the federal 
government for the year 1943 by virtue of the income tax 
exemption of co-operatives of various kinds and mutual 
fire and casualty insurance companies to have been in the 
neighborhood of 320,000,000." 

This 16 a2 part Il would like to déal with Tavher 
fully. 

PART V 

Methods of Eliminating the Present Inequality 
(123) The foregoing we believe to be elemental facts 
about which there can be little controversy. We are con- 
vinced they represent gross taxation inequality and dis- 
Crimination. There are two ways in which this inequality 


and discrimination can be done away with, namely: 
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'{a) By eliminating corporation income and excess profits 
taxes, thus putting the federal government in the 
positionceof:rélying: forvits revenues toa’) large: ex- 
tent on taxes collected from individuals in the per- 
sonal income tax: and sales taxes, excise taxes, cus- 
toms duties and other taxes." 

THE CHATRMAN: That, of course, is outside the scope 
Sa CuPpeingui ry. 

MR. THORVALDSON: Yes, clearly. But the fact is that 
ardthe lastatwo or three. months, and particularly since 
the appointment of this commission, the main argument of 
certain interests in this matter has been that the way to 
produce equality is not by taxing the co-operatives but 
by exempting’ the corporations. For that reason we fsel 
it is of the greatest importance to meet that areument, 
and we must meet it before this Commission despite the 
fact that the Commission has no authority in the matter. 
I would be glad, therefore, Mr. Chairman, if you would 
allow me to proceed on that basis. 

*(b) By subjecting the earnings of co-operative and 
mutual businesses, including earnings returned 
orreredited | to,patrons, in, one fTormconsanobher, 
to the same taxation as applies to other corpor- 
ate business. (We would like to add here--and 
by evolving a system of taxation of governmental 
businesses that will produce substantial equal- 
ity with income tax paying enterprise).! 

(124) Leaders of the co-operative movement in canada no 

doubt recognizing the present inequality and discrimin- 

ation, have suggested that they would be willing to lend 
their support to the elimination or drastic lowering of 


corporation income taxes. We have not heard however 
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that they have made any suggestion as to the replacement 
of the loss of revenue to the state entailed by such 
elimination or reduction. Much thought is being given 

to tris proposal and eventually we may evolve a new sys- 
tem of taxation which will serve as an incentive rather 
than as a deterrent to business expansion. mhis associa- 
t10n Wil. certainly send its, support to & complete over- 
hauling of the system of federal taxation along lines 
which would appear to improve rather than lower our stand- 
mids (OT, “LAVines 

(125) Meanwhile, we must be realistic. The present cor- 
poration income tax and excess profits tax yielded for the 
fiscal year ending March 31, 1944, $780,197,000 (estim- 
ated). That was approximately 30% of all federal tax 
revenues for that year. Another $815,047,000 or a little 
mores than 31% of tax revenues came from the personal 
income tax. The balance comes mainly from sales and ex- 
cise taxes and customs duties. But the significant fact 
is that 30% of the federal govermmentts tax revenue 

comes from the corporation income tax and excess profits 
tax » 

(126) Any reduction. in taxation or elimination of 
present taxes while the war continues is hardly a matter 
for practical discussion. When the war ends, leaving the 
country with an enormous debt, with perhaps a somewhat 
reduced national income, but also an abundance of post- 
war schemes including additional social services, 
assistance to agriculture in the way of floor prices and 
subsidies, as well as the major task of providing adeq- 
uate pensions and rehabilitating our soldiers, as thy 
return from overseas, the revenue needs of the federal 


treasury will be nearly, if not as great, as during 
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the war years. If the federal budget is to be balanced, 
and it must be balanced efter the war if we are to escape 
financial chaos, the government will have to levy the max- 
imum taxes that the nation can support for a considerable 
number of years. Further, without any reduction in tax 
rates it is reasonable to expect a substantial falling off 
in revenue accompanying a return to more normal times. 
"(127) We believe, too, that we should be realistic about 
another Tactor in our tax situation. That 18.10 respect 
of the large numbers of low income earners brought under 
the personal income tax since 1940, and who have at great 
personal sacrifice been contributing to this nation's 
financial sinews of war. The first mass demand at the 
close of the war will be to increase the tax exemption on 
low incomes and thereby take out of income tax paying 
brackets large numbers of present tax payers of low in- 
come. Furthermore it is obvious, we believe, that income 
tax rates on medium and higher incomes are now at their 
very maximum and should be reduced rather than increased. 
(128) Under these circumstances it is hard to see how 


any national administration could even attempt to shift 


the tax now paid by corporations to individuals. 


"(129) If, for instance, we would consider increasing 
the sales tax for the purpose of supplanting the present 
revenue from the corporation and excess profits tax, 
then, based on present oe tot une, sales tex this 
tax would have to be more than tripled. 

"(130) We say, therefore, that we must be realistic in 
these things. It is inconceivable that the public would 
accept a sales tax much above the present rate and cer- 


tainly very few persons would argue that a sales tax more 


than three times higher than our present one would be in 
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the. public interest. 

(131) Gonsequently from our viewpoint, the only feas- 
ible alternative left which can bring about equality in 
the taxation of private, co-operative mutual and let us 
add, governmental busire sses is the second one--that of 
applying the corporation income tax to co-operative and 
mutual businesses and of establishing a corresponding 
system of taxation for governmental business enterprise 
which competes wth other forms of business. 

"(132) In considering the application of corporation 
taxes to co-operative business, it is our considered view 
that all earnings of co-operatives, including profits 
returned or credited to patrons, are profits properly 
subject to income taxation. We recognize that this is a 
basic point of difference between co-operative and other 
business groups. However it is clear to us firstly that 
all such earnings are properly described as profits and 
therefore properly subject to income tax before distrib- 
ution and secondly, that unless all earnings are so 
treated, equality of taxation could not be accomplished 
and the major part of the present discrimination would 
still remain. 

"(133) Apart entirely from the result of logical reason- 
ing in respect of the nature of the so-called patronage 
dividend, it. would. seem clear that unless. the amount .of 
this were taxed as profits in the hands of the co- 
operative, such company would have it entirely within 
its own power to wholly deplete its surplus by the pay- 
ment of such dividends and thereby escape the payment of 
any income taxes whatsoever. A Situation of that kind 
would not establish tax equality. 


(134) We are convinced therefore that it would serve 
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no useful purpose for private and co-operative business to 
Works toseiher.Tom the, elimination, ¢ither.in, the near, or 
reasonably distant future of the corporation income tax 
andtan Ghelinterim tovacquiesce.in.a.continuation of the 
existing discrimination. | 
(135) When, however, equality has been established in 
the taxation of private, co-operative, mutual (and we 
would like to add again, governmental) businesses there is 
no reason why in the post-war period all forms of business 
should nob work together for proper reductions and,..cther 
Bectediumprovements dn .adl forms, of taxes affecting 
basiness." 

ds Come) mow Go) Pant. Vinwhich Jisupmat. wie Lube: one, of 
the crucial issues, one of the main issues for your Com- 


mission to decide, 


eee 
The Patronage Dividend 
*(136) In respect to the basic issue whether earnings of 
a co-operative; and particularly that part known as the 
pavrouage Gividend, are protits in the hands or the co-= 
Operative and properly subject to taxation as corporate 
income, we have already dealt with this in its historical 
and legal‘aspect. We would like to deal with it briefly 
here as the practical problem which it is. 
(137) Business profits are the excess or surplus of the 
earnings of a business over the cost of operation of a 
business. In the case of corporations and co-operatives 
(and most co-operatives are corporations), profits come 
from identical activities of doing business in pooled, 
joint ventures. Corporations and co-operatives are 


alike in that they are devices for the pooling of the 
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capital of many individuals for the operation of a busin- 
ess. They are alike in that there is no personal liabil- 
ity on the part of individual owners for the liabilities 
of the business. Profits are earned in the same way~-- 
through the operation of physical facilities and through 
buying, selling, processing, manufacturing, servicing, 
or whatever activities the corporation or co-operative is 
engaging in, The profits are the property of the owners 
of the business. In the case of corporations, the invest- 
ors are the owners--and in the case of most co-operatives, 
the patrons are the owners. In either case the earnings 
of the business constitute the profits, which go to the 
owners of the business, and the existence of the profits 
is not dependent upon whether the owners are investors or 
patrons, 
(158) There is a definite distinction between a true 
refund involved in the performance of a service for an 
individual customer on a cost basis and profits which 
tTesult from the overall operation of a business involving 
many individual transactions. If, in the case of an 
individual customer, there has been an agreement to per- 
form a service for him, such as the purchasing for him 
of a tractor on a cost basis, then there presumably 
might be a true refund of a part of his. initial payment 
in order to reduce the transaction to a cost basis.” 
cite the Sorteuot contention on: which the ico- 
operatives base their general argument. 
"In other words, supposing John Jones hands Bill gamith 
~000 to buy for John Jones a tractor on a cost basis -- 
the cost of which Jones does not know. It is discovered 
that the cost is only $400 and accordingly Bill gmith 


returns to John Jones $100, ‘This would appear to be a 
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true refund and no one would suggest that it ig ProcaG. 
Patronage refunds of a co-operative however are not on 
this individualized cost basis. Instead they represent 
the net result of the pooling of both profits and losses 
on many individual transactions, and are profits made 
possible only by Bra beak buSiness operations... .A co- 
operative may have lost money on individual business done 
with John Jones but, nevertheless, John Jones particip- 
ates as a business owner in the overall profits earned 
in the business operations of the co-operative. The 
business as a whole, through its facilities for pooling 
many individual transactions in a way that resulted in 

a way that. resulted in eamings, was responsi bie: Tor 
earning the profit. 

"(139) The basic reason for the existence of corpor- 
ations or co-operatives is that they provide a means for 
individuals to join together to do business more efficient- 
ly than if they did business ING IVI GUed 1. Fiber aS 
that co-operatives as such make no profits, then their 
members and patrons have made no gain at all through 
their efforts and there is no reason for their exist- 
ence, 

*(140) The actual effect of tax freedom for the profits 
of. co-operatives is that as joint patrons and owners of 
the co-operative a large group of people are avoiding 
che payment of the same kind of taxes as are paid | by, 

the patrons and owners of corporations. This ge prue.., . 
Since it is obvious that corporation taxes must come 
either from patrons or from Stockholders, or perhaps 
both. While any individual may Secretly want to escape 
taxes which his neighbour has to pay, —heais? in: a.datt. 


icult position to justify such avoidance. 
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(141) The difficulty arises from the fact that the co- 
operatives continually argue their case on a Simple in- 
dividualized basis. we quote the following from an edit- 
orial in the official organ of the Manitoba Wheat Pool 
known as the ‘Manitoba Go-operator" of May loth, 1944, 
There is first an accusation that business men have failed 
to become informed upon the technique of co-operative 
Societies and the nature of the patronage dividend. and 
then: 

"(142) 'Let us suppose one of these business men None to 
give his wife $400 with which to buy a refrigerator and 
subsequently received from the seller a cheque for $50 
and a note telling him that the price of the Terri geravor 
was $550 and therefore $50 was being returmed to hin, 
being an overcharge. Would he add the $50.t0 income =- 
would he? Just ask himt He would say; I paid the $400 
out of my total income and that income is not increased 
if IT get $50 of the $400 back any more than it would be 
if I lost the $50 and some honest soul found it and re- 
turned it to me. My financial~-and taxable--position 

is not improved by the return of it; it is simply saved 
from impairment.' 

"(143) In the simple case cited above, of course, there 
was clearly a saving of $50 to the buyer of the refrig- 
erator, but also, if the salesman had not returned the 
~oO to the buyer he could, we think, properly have had 


applied to him the designation of '‘swindler.! We re- 


ct 


[| this argument merely to show its simplicity and 
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also to indicate that from this very Simple premise an 
attempt is made, by a mere change of language--namely, 
by reference to a tgavingt instead of a 'profit't--to 


avoid taxes that would otherwise be payable. 
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#(144) Another example which appears to illustrate the 
distinction between a pure saving and 4 profit is the 
following: (We take this illustration from an article by 
We. D. Hi MacGregor which appears in the tRconomic Jour- 
nalt, March 1933). ‘Suppose that five men contribute 
plOO each for a tour, the expenses of which for them aid: 
come to only #400. Is the $100 which 4g returned a profit? 
Te what is impliecd 18 mere purse-bearing by one member of 
the party, who cannot affect the costs of a predetermined 
journey, the answer Would be no--it is merely 4 saving, 
or should one say a mere miscalculation.*" 

I believe I added those words “or should one say a 


mere miscalculation.” 


‘’But if, by having $400 in hand, the person in charge is 


able to risk adventures which turn out fortunately, so 
that the whole cost is then only $400, the answer is by 
no means so clear. In the latter case, cue ful hb) con 
tribution was necessary to the enterprise and its 
result.' Perhaps this example at least illustrates the 
danger of arguing a broad generalization from the prem- 
ise of a very simple set of circumsvances. 

#(145) We desire to give one more example to again 
sllustrate what we believe to be the fallacy of the co- 
operative theory in respect to the patronage refund. 
Take the case of a co-operative corporation owning 
several shops or stores - or grain elevators. It is 
conceivable that some shops might incur losses and others 
make profits. Let us Suppose aiso that the losses are 
incurred because of the shops in question selling all 
their goods below cost. Nevertheless the profits of 


the others are sufficient to create an over-all profit 
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and hence the co-operative is enabled to make a patron- 
age refund to all its patrons, including of course, the 
ones who purchased only from the stores which operated 
at &@ loss. Can it be argued in this case that the re- 
fund now paid to the patrons who have consistently been 
buying their goods below cost is a true refund of an 
excess charge previously made to such patrons? 

(146) Similarly, take the case of patrons all dealing 
With one shop, -Some buy’ only articles on which there 
néver is a profit - perhaps always a loss. Such situa- 
tions prevail in every business. When these patrons re- 
CSive a patronage Trelund, "surely no one would argues 

buat 10 DhelY case this refund is the return of an over- 
charge,” 

I would refer the Commission to the evidence in the 
Northern Alberta Dairy Pool. There was evidence that 
some creamerics make a Loss consistently whereas others 
ake =e DLO. “and 2 the Case or the ereaniories that 
always incur a Loss there is an overcharge. 

*(147) Again we submit that the patronage dividend 
arises in the same way and from the same source as 

UGuer dividends, Namely as. a result of an averaging 
and pooling of profits and even losses in joint ven- 


tures. 


PPAR Lr 


I will review this very briefly. I will read the 
first paragraph of Part VII and then go the bottom of 
pace. 52: 

"Operations of Western Grain Pools 
(148) There is also a clear fallacy in attempting to 
argue that because the old form of wheat pool in west- 


ern Canada was held by the Courts to be exempt from 
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income tax, (Minister of National Revenue v. The Saskat- 
chewan Co-Operative Wheat Producers, Ltd. supra) then 
the present western grain pools or other co-operatively 


organized business should for similar reasons be exempt. 


PART VIII 
Conoperatives and Business at Cost 
(153) We desire now to examine briefly aie phase 
of the problem of placing an income tax on co-operatives 
which would have the effect of establishing substantial 
equality in taxation treatment as between co-operatives 
and other enterprise. Many co-operative leaders say: 
‘if you attempt to asses us with income tax we will 
more carefully inventory our business so as to enable 
us to do our trading at cost, and consequently there 
ieee Ne protave to tak. There maybe! truth in tiie 
claim and there can be no legitimate objection to such 
a course from competing business," 

The Alberta cattle pools seems to be carried on 
entirely at cost, and in cases of that kind there is.no 
problem at all. They seem to me to come within the 
decision in the Wheat Board case. 

"Po do business without a profit is the privilege 
of both co-operative as well as of any other type of 
business. We submit however, that this claim should be 
no deterrent to the assessment of co-operatives or 
mutuals to income tax where a profit is earned. [t 
should be observed that as far as competing business is 
concerned one of the greatest abuses of the . tax exemp- 
tion granted to co-operatives and mutuals has been their 
freedom to build up hugh surpluses which have escaped 


taxation. We have no doubt, and therefore we do not 
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desire to repeat it here, that evidence will be furnished 
a6 GO jo0AS ALcuUetLon in all parts of canada 1 

I think the evidence is overwhelming as to the truth 
of that statement. 
"Then these surpluses have been and are used in various 
ways, all, to the great detriment of competing business, 
namely: (1) to take business away from its private com- 
petitors through price advantages; (2) by pryamiding 
earnings as capital and building up reserves for future 
expansion; (3) to buy out its private competitor's 
businesses. 
"(154) These results have followed logically as a result 
of the great advantage held by tax exempt co-operatives 
end MUCUaLS OGY OLLSer Ly pes. or. enterprise... nat, ac. 
tan treo cOmpela tors oF private, business.) Dy) Aelia 
themselves on the favoured side of tax discrimination, 
have turned to their own uses the power to destroy 
through taxation. 
(155) We make this one further observation in respect 
to trading at cost whether by co-operative or any other 
pan Or “Cnberprise.., (Ul seems obvious ibhat with) a: con- 
tinuation of high income tax rates on corporations more 
and more consideration will be given to the question of 
legitimately avoiding liability for such taxes." 

That can be done by ordinary corporations in their 
pep bal structure sich as Tinanmeine “by bonds and. so. .on. 
"The commission is no doubt well aware of the 

numerous and varied expedients which can legally be 
resorted to for the purpose of avoiding a taxable net 
income and hence the avoidance of any contribution to 
the state through the application of present income tax 


laws. It seems inequitable ,jhowever, that in the case 
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of two competine businesses which may have identical 
abilities and opportunities to earn net income, one of 
them may deliberately resort to expedients designed to 
prevent it from making a profit and thereby avoid its 
just obligations to the state. 
(156) We recognize fully the difficulty involved in mak- 
ing an income tax statute applicable to such a business." 
The Commission will no doubt have in mind the various 
businesses that have been investigated which are in this 
Situation. 
tNevertheless we deem it advisable that consideration be 
given to such amendment of sections 23 and 32A of the 
Income War Tax Act as may tend to solve this problem." 
Section 23 refers to inter-company purchases and 
sales; that is, purchases and sales between companies 
with a view to artificially reducing profits. Section 
2A has reference to the Treasury Board reviewing trans- 
actions that have the appearance of being entered into 
for the- purpose of avoiding taxation. Those features are 
in the Income War Tax Act now and no great trouble would 
be caused by extending them somewhat to begs a problem 
that has become so apparent. JI will skip some of the 


next part: 


PC 
Tax Exemption end Economic Controls 
(157) Many of Canadats economic controls and to a 
large extent our anti-inflation policy are exercised 
through the operation of the Income War Tax Act and the 
Excess Profits Tax Act. Because of the non-enforcement 
of these Acts in respect of co-operatives none of the 
controls exercised through them have been made effective 


as to such organizations, The mischief resulting from 
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this omission is two-fold, Firstly there is a reduction 
in the power of the state to effect the purposes for 
which the controls were evolved. Secondly in so far as 
these economic controls are restrictive of the rights, 
freedoms and privileges of orginary business, severe dis- 
crimination results against business which is subject to 
the income tax laws and conversely great advantage, from 
a competitive standpoint, is conferred on all income tax 
exempt types of business 

#(158) To mention only a few of. these controls, there are 
the Wages and Salaries orders, infringement of Which. on 
the case of taxed business, carries the penalty of dis- 
allowance as an expense for income tax purposes, of any 
excess amounts paid in wages or salaries. mhere are also 
the limitations on advertising expenditures, contributions, 
obsolescence reserves, allocations to reserves for pen- 
sion funds, expansion expenditures as well as the close 
scrutiny to which all ordinary business accounts are 


ubjected for income tax purposes. 


U2 


"(171) We quote also Mr. Gharles E. Stuart at page 1183" 
Part X has been placed here mainly for the reason 
that we have summarized some of the very pertinent state- 
ments of the American inquiry. I will not read it except 
to say that in the various countries referred to in this 
pare there is equality.of taxation as between co- 
operatives and mutuals and other corporations. In 
France it is nearly equal. That was the pre-war situa- 
tion. In Denmark there is also very near equality be- 
tween co-operatives and others. That is true of Norway, 
and in Czechoslovakia there is some discrimination though 
not nearly as much as there igs in Ganada. In Finland 


there is partial equality. JI would like to read carefully 
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paragraph 171 because it is completely applicable to the 

Canadian Situation. We quote Mr. Charles Be Steartuin 

the report on the American inquiry. 

"tTt has been pointed out frequently in this memorandum 
that co-operative leaders in Hurope are almost unanim- 
ously opposed to special favor on the part of the 
government. They point out that a co-operative must 
compete with other forms of enterprise and that special 
favors weaken its ability to compete. Furthermore, 
Should co-operative enterprise be made successful by 
tax exemption and direct financial aid, it would be 
impossible to long continue this assistance. 

i think that is the situation in canada, and it is 
impossible to long continue the present exemption, 

"thventually the co-operative enterprise would have to 
be taxed to the full extent since revenues have to de 
Supplied from the business of the country as a whole, 
and if such exemptions are necessary for their exist- 
ence they would promptly disappear when their Special 
privileges ceased. In the meantime, immeasurable 
destruction would have been done to private enter- 
prise, with a general destruction of confidence that 
might well bring us to the aoorstep of another de- 
pression,' 

"(172) -'In practice, Ruropean co-operatives generally 
pay property, income and other taxes just like pri- 
vate business. Although in some countries the co- 
operatives insist that their income is different 
from that of private business and should not be tax- 
ed, governments have generally decided that undis- 
tributed income of co-operatives is a proper tax 


Source for government revenue. Special consider- 
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ation, however, is usually given with regard to that 
portion of the income which is distributed back to 
the members as patronage refunds. Since, in tacks ve 
does not actually add new income but merely restores 
a portion of the members! original income, govern- 
Ments have generally held that such a patronage re- 
fund should not be taxed. This theory, however, is 
applied not only in the case of consumer co-operatives 
but also in cases of private retail trade paying re- 
bates or patronage refunds to their customers. The 
remitting of such a tax in effect increases the pur- 
chasing power of low income groups (but does not act- 
Uaily inerease their income) since thie policy re- 
sults in larger patronage refunds. In the case of 
higher income groups the original income is already 
taxed and a tax on patronage refunds would Virtually 
tax part of the income twice. In the case of pro- 
duction enterprises owned by consumers! co-operatives, 
the methods of taxation applicable to private indus- 
try.are generally adhered to.! 

"(173) Mr. Robin Hood remarks at page 124: 
"Any group of people who believe they can purchase 
their requirements more advantageously through co- 
operatives than through private enterprise should be 
fairly accorded their rightful opportunity to make 
the effort. But European ae ope re leaders them- 
selves uniformly advise us against Government sub- 
‘Sidies and high-pressure Government promotion.! 

"(174) Mr. clifford V. Gregory, speaking of the effect of 

co-operatives on private business says at page 129: 
‘All this presupposes that consumer co-operatives 


will be given no more spécial privileges than those 
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enjoyed by private corporations. It presupposes too, 
that consumer cooperation will be a business and 
social and not a political movement, and that it 
will avoid attempting to create a co-operative monop- 
oly.'t 
After the evidence that you have heard in the last 
few days, what Mr. Gregory says is very appropriate to 
bHIS Country. 
CHS Anak Pace whSO + 
' they should avoid the lure of a co-operative monop- 
Oly. There seems to be no reason to believe that the 
Stimulus of competition is needed any less by co- 
operative than by private business, or that a co- 
operative monopoly would not stop progress just as 
surely as private monopoly does,' 
"(176) We have cited so extensively from the report of 
this Commission of Inquiry because it is clear that even 
with the comparatively low taxation existing in pre-war 
days and when tax differentials were therefore not as 
onerous as they now are because of heavier taxation, yet 
most European governments clearly attempted to effect at 
least near tax equality as between co-operative and other 
enterprise. From this indicated.attitude of fairmmess even 
in those days it is only reasonable to conclude that a 
Similar attitude would have prevailed as tax rates in- 
creased, provided that these continental Furopean gov- 
ermments had remained free. 
(177) The lesson to be drawn from the Furopean experi- 
ence is.that democracy has, in all the ages, been a move- 
ment to terminate unfair privilege, destroy monopoly, 
eradicate discrimination either in law or taxation, and 


to sécure equality in rights for the individual. 
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"(178) In respect to the method of taxation of Co-operative 
Societies in the United Kingdom resulting from changes in 
vune Income tax law following the report of the chancellor 
of the Bxchequer's committee in 193% it is to be observed 
that the patronage dividend--the 'divit--is not taxed in 
the hands of the Societies. we do not agree with the 
reasoning of the members of the committee, namely that the 
'divit is a form of deferred trade discount and that as 
such it should be exempt.from income tax as an ordinary 
trading expense. However, if the 'divit had been taxed 

in erest Brattain. the Co-operatives would have been in a 
more unfavourable tax position than ordinary corporations, 
in the case of which dividends paid by them are taxed 

only once, namely in the hands of shareholders. 

That has reference to the fact that in England the 
"divi is exempt and it is exempt because the dividend 
paid by corporations is taxed Only once. The tax Sauveay lie 
paid by the individual and not by the company. coming to 
paragraph 179, a large factor in the Ruropean situation 
is the question, in respect of the taxation of corpor- 
ations, as to whether there is single or double tax- 
ation. We have not a greet deal of information on that 
point, but perhaps the Commission will acquire that 
information later. 

"(179) We believe the position with respect to the patron- 
age dividend in continental Furopean countries to be 
miler vo that in @réeat Britain; nameiy, if the patronage 
dividend were taxed in those countries in the hands of 

the co-operatives, there would be actual discrimination 
against the co-operative form of doing business. we have 
not got details as to the pre-war corporation tax sys- 


tems in the European countries referred tO, but we feel 
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certain that there was no such double taxation of corpor- 
ation profits as obtains at present in Canada. we are 
fortified in this view by the statement of charles pf. 
Stuart (quoted above), namely: 'In the case of higher 
income groups the original income is already taxed and a 
tax on patronage refunds would virtually tax part of the 
income twice.'!" 

That is at least some evidence that generally in these 
muropean countries there is not double taxation such as 
we have here. 

"(180) We wish to draw attention again, however, to the 
unanimity of expression by the various members of the 
United States Inguiry into the equality and equivalent 
tax treatment accorded to co-operative and other enter- 
prise. It is such equality that we seek in canada. 
"(181) In order therefore to place co-operatives and 
mutuals On Gn equai tax basis to other corporati ous in 
Canada, if 16 essential to tax all profits in: the hands 
of the associations before distribution including so- 
called patronage dividends. 

*(182) We would like to refer very briefly to the matter 
of taxation of co-operatives in Russia. Mr. Jerome pavis, 
writing recently from Moscow to the ‘new Republic: gives 
gOme idea of the extent of taxation in that country. He 
Says that tax revenue there comes first from state 
industries and co-operatives, on which the government 
imposes a turmmover tax. Fverything above the cost of 
manufacture, he says, belongs to the state. mfhe whole- 
sale price is determined by the actual cost, the turne 
over tax and the profit, and the consumer pays accord- 


ingly. The collective farms are taxed four per cent on 
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all produce used on the farm, such as seed and food, and 
also on the income received from sales to the state. the 
farms pay eight per cent on revenue distributed to mem- 
bers and on products sold on the general market. Then he 
says that co-operation in Russia is severely taxed, and 
that the 1940 receipts from this tax on co-operatives 
were 800 million rubles." 

Lvbelieve some more information wilh :be @iven the 
Commission in due course with respect to the present tax- 
ation of co-operatives in Russia. 

(183) We mention these facts to show that so far.as our 
knowledge goes, in no country in Rurope do co-operatives 
enjoy a Similar freedom from taxation as they do in can- 
ada. 
(184) In the United States a similar condition of 
inequality prevails as in Canadas. It. bs interesting. to 
learma however, (thatein, the United States, as.welb asian 
the United Kingdom and Canada, tax exemption began as a 
enaritablecesture j= in the case .of Great); Griteim, bo 
the poor dnd indigent, and in the case of ganada and tls 
United totetee;..to thebp the farmer.’ Pais: Peeen .there 
also at a time (1898) when tax exemption of that kind 
had very Little if any bearing on competitive positions. 
We cvote trom aoketther dated Nov émber 0, .b94l, wwrinten 
by Ls Sw Hulbert, Principal Marketing pconomist} Div- 
ision of Co-cperative Marketing, Bureau of Agricultural 
Economics, Washington: 
tStrange as it may seem, we have been unable .to 
locate any material which might be regarded as ex- 
plaining why tthevexemptioncin favoriq? agricultural * 
co-operative associations was included in the var- 


jous tax statutes. wWwe-have been inclined to the 
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view that the best explanation would appear to be that 
it was accepted by Congress that this exemption was one 
Anirc her Durie rance of gericulture and of agricuvtural 
producers. At least, originaliy, co-operative associ- 
ations acted as the ‘hired men" of the farmers compos- 
ing them. In other words, an association simply acted 
as an agente for its, members in the marketing of their 
tach Produchsror fay tite, purchase: ofstarm supplies. for 
them, and the association was restricted to perform- 
ing Une se; Serviceswon ai-strictly cost basis...) Of course 
under these conditions there could not possibly be any 
hacen that in the ordinary sense of the term at least 
could “be cecarded, 2s) taxable « 
'As time has passed and co-operative associations have 
greatly expanded’ their activities, they still operate 
in principle omithe cost basis but this is. somewhat 
obscured by the fact that they are permitted to accum- 
ulate reserves cutoff the savings effected, and they 
are also permitted to do business with non-members.'n 
Then I refer to the remarks made by the President of 
the United States, which perhaps the Commission has seen 
betore. 
"(185)° ZThe President of the Republic is well aware of 
the inequality and tax avoidance in the United States, and 
in his budget message to congress on January 7, 1942, 
President Roosevelt made these remarks; 
‘Progressive taxes are the backbone of the Federal 
tax system. in recent years much progress has bean 
made in perlecting income, estate, gift and profit 
taxation, but numerous loopholes still exist. Be- 
cause some taxpayers use them to avoid taxes, other 


taxpayers must pay more. mThe higher the tax rates, 


; 
} “e) a+ 
“ aii 
; Reh ae 
i‘ } > 
el >... 
hy 
i ite? | 
i 
aye 
: " 
or Ph 
‘rah aby 4 
j 
g 
4 
i 
Mae eek 
uh 
; 
ia 
inh 
1 
, 
, 
as 
*. 
' 
i 
4 . 


” 


> F ; 
To <p fs 
7 i ae is 
_ 
ri 
i 
+ 5 : 
i 
. 
i 
¥ ay 
* 
ea 
+ 5 


Cn 


98 


~1822- Mr.Thorvaldson 


the more urgent it becomes to close loopholes....The 
privileged treatment given certain types of business 
in corporate income taxation should be re-examined.'.. 
‘Our tax laws contain various technical inequalities 
and discriminations. With taxes at wartime Levels, 
it is more urgent than ever to eliminate these de- 
fects in our tax systen,! 
"(186) We believe that these remarks indicate a recognit- 
ion by ‘the President of the need for the elimination of the 
privileged taxation treatment granted to co-operative and 
mutual business in the United States. 
"(187) In respect to the position in the United 3tates 
also, it is to be observed that recently the Federal gov- 
ernment has required all co-operatives to make annual 
financial returns to the Government and this is considered 
by many as a prelude to their taxation on an equals ty with 


their commercial competitors. 


Pan ae 


JLong-Term Effects of Tax Discrimination 

(188) May we now turn to what we deem to be the broadest 
aspect or result’ of tax inequality. 

"(189) There is more than one way of transforming a free 
enterprise economy into a monopolistic one. Many years 
ago Chief Justice Marshall, one of the great Chief Jus- 
tices of the United States Supreme Court, wisely said 
tbat (the power to tax is the power to destroy,! That 
statement is as true now as it was when made. and we 
Submit that the tax power to destroy grows with the 
measure of tax inequality. Accordingly we believe that 
long continued and severe discrimination in taxation, 


either as between individuals, groups or combinations of 
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Capital, Will in,due time direct or channel or force all 
business and industry into one of ee exempt forms of 
carrying on business. There is ample evidence of this 
trend in various fields. In respect of business becoming 
cransfurmed from private ownership to the co-operative 
method, ample evidence has and will be submitted to the 
commission of this trend. We submit also that the main 
reason for this trend is the tax exemption now granted to 
co-operatives and mutuals. We fully believe that it is 
not good for any economy to remain static. Nevertheless 
we do not believe that any proof that the co-operative or 
mutual methods of doing business in Canada will improve 
Canadian standards of life is contained in their growth 
under the shelter of tax exemption in a heavily taxed 
economy. 

"(190) The fundamental difference between our so-called 
free enterprise economy and an authoritarian one is that 
under our system we have (or are presumed to have) a free 
choice in respect of the method or manner in which we 
earry .on;,our.economic.entéerprises.  This.tiree. choice! is 
a complete essential of what we call individual liberty. 
As a result of this right of choice we in canada have 
developed various ways of carrying on business such as 
individual, partnership, corporate, co-operative, mutual 
and state enterprise. Super-imposed on this free enter- 
prise economy is Government which rules supreme, and holds 
the scales .of justice as between individuals, groups, and 
forces within the state. In economic matters the great- 
est power of the state is that of taxation and the most 
important element in this power is equity. 90 when qov- 
ernment permits discrimination against, or special privil- 


eges, subsidies or preferences in favour of, certain 
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types of business enterprise, equity is gone and the free- 
dom of choice will in due course vanish. Again we desire 
bo repeat that’ the evidence is ample to the effect that 
Canadian business is becoming transformed from tax-paying 
enterprise to non tax-paying enterprise, solely because of 
the present tax discrimination in favour of the co-oper- 
ative, mutual and governmental way of carrying on business. 
(191) It is of course true that when section 4 (p) of 
the Income War Tax Act was enacted in 1930 no one could 
conceive of a trend in this direction resulting from the 
comparatively small tax differential then existing. put 
with the corporation and excess profits tax taking away 
from 40% to 80% of their net earnings while business con- 
petitors such as mutual fire and casualty companies, co- 
operative businesses and state owned enterprises are 
wholly income tax free, the competitive position of cor- 
porate business becomes one of paramount concern. Similar 
conditions prevail in respect of individually or partner- 
Ship owned business. 

(192) Under our democratic form of government and within 
our present economic arrangements we believe in compet- 
ition in business; we disapprove of monopoly control of 
business and industry. As is well known, severe legal 
sanctions exist against monopolies except such as are sub- 
ject to public control and regulation. fhe large majority 
of Canadians are, we are sure, convinced that under our 
competitive economy we can raise our standard of living 
higher and faster than under any type of monopoly con- 
trol, be it mutual, co-operative or state or all three 
combined. Yet we have allowed a situation to develop 
whereby such tax discrimination exists as hangs a mill- 


stone around certain types of business, subsidizes others 
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through tax exemption, and which in course of time will 
make 'free choice’ in the manner of carryong on business 
impossible. 

"We have been tolerating such discrimination in our tax- 
ation methods (or lack of method) as will in due time dir- 
ect all business and industry into tax exempt forms of 
carrying On business in Canada. when this process has 
continued long enough who will then pay the income taxes 
now paid by private and corporate business in this coun- 
try? : 

"(193) In this regard we might quote a brief paragraph 
from the book of the late tome Stamp, ‘The fundamental 
Principles of Taxation! at Page 2.38% 

'If the State wishes for national reasons to benefit 
OF 2SSi st certain trades, I think, in general the 
worst method is by discriminations or differentiation 
in taxation. Direct subvention is open, known, sub- 
ject to constant check and control and its cost is 
Spread over the nation. Indirect benefit is hidden, 
unknown in amount, subject to little control as to 
efficiency, etc., and the cost of what is assumed to 
be a national benefit is paid by that section of the 
community which happens to use the products in qes- 
tion,.! 

MALA) It. is trie that the author: referred particularly 
to certain trades. we believe that the reasoning applies 
however just as effectively to certain forms of carrying 
on trades as to certain trades themselves. If, there- 
fore, it is to be the established policy of Government 
to assist the co-operative and mutual forms of doing 
business, the assistance should be given not in the form 


of elimination of tax burdens to which competitors remain 
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subject but rather it should be direct, open, known, sub- 
Je0te LOO constant. @hecki and) control and. its: cost Spread — 
over the nation as a whole rather than being allowed to 
bear most heavily on business competitors in the form of 
unfair competition. 
PART XLT 

CONCLUSION AND SUMMARY 
(195) The present exemption of co-operatives and mutuals 
contained in our income tax laws fosters a widespread feel- 
ing of injustice, and under prevailing Laces .oL taxation, 
were 1s" DeComing evident a disposit ionvorm hostisaity 
towards such enterprises on the part of many, especially 
those who are so severely affected by the present discrim- 
ination. 
"(196) It should be remembered that the whole scheme of 
income taxation is, in the end, dependent for its success 
upon the goodwill of the general body of taxpayers. 
Accordingly, the intense dissatisfaction with the exemp- 
tion of co-operative and mutual concerns is an unhealthy 
Symptom in the Canadian economy. Co-operatives have 
argued from time to time that if they were made subject to 
the income tax they would in any event avoid the impact of 
such taxation by the expedient of doing business at cost. 
If such is the case, there would appear to be Little 
reason why they should not gracefully accept a change in 
the income tax law and thereby remove this course of 
erievance of their fellow citizens. As has often been 
Said, it is important not merely that justice should be 
done as between one citizen and another, but that jus- 
tice should also appear to be done. Only by the complete 
removal of the present exemption from income taxation 


and by such other revision of the Income War Tax act as 
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has previously been Suggested in this memorandum, namely 
appropriate amendments to Sections 23 and 32A of the Act 
can justice at least appear to be done," 

The rest of the brief ig the Summary, which I will not 
read. I thank you very much for your patience, mr. chair- 
man. 

THE CHATRMAN: I think the Commission should express 
its thanks to you, Mr. Thorvaldson, for a very carefully 
prepared brief. It will be of great assistance bOvdSs. 

MR. PARKER: f wonder if Mr, Thorvaldson would elabor- 
ate on pages 49 and 50 when dealing with the likenesses 
between the two types of corporations. At the bottom of 


page 49 he states: "Profits are earned in the same way -- 


through the operation of physical facilities ana through 
ey selling. processing, manufacturing, Servicing, or 
whatever activities the corporation or co-operative is 
engaging in." would he state whether he makes a WI cieys alae otade ale 
tion between the type of business he is Speaking of there 
and the type of business which the co-operatives are said 
to be carrying On, On a pure consienment basis. There igs 
a good deal of evidence before the Commission that their 
business is done on a handling agency basis, with partic- 
ular reference to producers, 

MR. THORVALDSON: A distinction must be drawn between 


the so-called Co-operative type of business, by reagon of 


which the CO-Operative claims exemption from taxation by 
virtue of the doctrine of mutuality, and the other type 
of agency business such as we see in Alberta in the 
cattle pool. I should Say that. their type of agency 
business, where there was no processing and the cattle 
pool charged merely a dollar a Car, and on $2,000,000 


worth of business there was an over-charge of $17,000, 
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which is practically nothing, is to my mind a purely 
agency concern. That must be distinguished from the type 
of co-operative that invokes the doctrine of mutuality. 
In other words, you have the old wheat Board case again. 
The 1950 deGision was predicated on the basis of the old 
Wheat Board acting entirely as agent or factor and having 
no, profits because it. contracted. to do the business at 
cOSt. 

MR. PARKER: On page 59 of your brief you have given 
figures to show the growth in the amount of business done 
by co-operatives in the last few years. I presume you 
would state, without having exact figures, that there has 
been a very great increase in the amount of business done 
in the same period with what is known as private business 
Or non-cooperative buSiness. 

MR. THORVALDSON: Yes. 

MR. PARKER: Would you say that in their growth they 
have run parallel courses, or have you reason to believe 
that the acceleration in the growth of co-operatives has 
exceeded that of the other type of business? 

THE. CHATRMAN: .That.is a.matter of statistics, 

Mes tHORVALDSON: Yes... Generally 7 say heat the. an} 
crease in the growth of co-operative business has been 
jareely,-1 dou.not say wholly,.a.resuls. of tax. diserimin- 
ation. That, however, is I suppose a matter of opinion. 

MR. ELLIOTT: You suggest that co-operatives handle 
24 per cent of the main farm products. I presume that 
is an average of certain specified percentages obtained 
from the Economics Division of the pepartment of Agri- 
culture figures. 

MR. THORVALDSON: That comes as a quotation from the 
recent report by the Economics Branch; 24 per cent is the 


actual figure. 
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MR. ELLIOTT: A little further on you suggest that the 
co-operatives are not bearing their fair share in propor- 
tion to the business done. You are not bettas il of 
course, that he income tax is a tax in proportion to gross 
sales. 

Mit. THORVALDSON: Now Ido. say, though, thet. the de- 
operatives are bearing no share at all of income tax. 

WR. BLLLOT?: With reference to: paragrannvizs, on 
page 47, can you tell us how you made this estimate of 
$20,000,000? 

MR. THORVALDSON: In various ways, one of which is 
this. The co-operatives in 1943 did a business of 
gooe ,000,000. Various financial statements of co-operat- 
ives have been filed with the commission, starting with 
Vancouver up to Winnipeg, and you will have noticed that 
practically all these financial statements, or at any rate 
many of them, gave the figures of the net profits they 
claimed they had made in various years. I have looked at 
a number of them and the profits range from 7 per cent to 
20 per cent. Over all, the 1943 trading profits whether 
co-operatives or ordinary business, were pretty heavy. 

I suggest 12 or 15 per cent as the average, but let us put 
nem at, say, LO per cent, which i¢ 4 Dow. tenure for 2 
PeTiod of years. Then in tradine to the-extent or 
$350,000,000 -- and that, by the way, is only the reported 
trading; I do not think the Dominion has all the figures -- 
af there if .a nét profit.of 10 per cent you have 4 total 
profit of $35,000,000. I believe the excess profits tax 
over all in Canada amounts to approximately 70 per cent. 
The United States figure is given as 65 per cent. Our 
taxes are heavier than the American taxes and [I believe 


the figure is approximately 70 per cent in the case of 
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corporations. I do not think the co-operatives would fare 


any better than corporations on the standard basis, and if 


LY 26 L617 to take 7Oper Gent. of that $35,000 000. it 
would give $24,500,000. Or, reducing it to 50 per cent, 
let us say, even then it would give you $17,500,000. In 
the case of the mutuals: profits, the figure is: $2,298,000. 
The joint stock companies pay at the rate of 73 per cent; 
we know that, and I have caloulated. it. The joint stock 
companies, with profits in 1943 of $5,907,000 paid 
$4,300,000. That ae WO ev CON. OF ' 64 pled roa ror, tor, 
Calculating the mutuals at that rate, they should have 
pair in Deaxes 1 500),000. Add that to the @17 ,500 ,000 
which I have already mentioned and it gives you $19,000,000. 
That is one way of making the calculation. Those are pub- 
lished figures. In the case of the three prairie pools, 
they should mwve paid in 1943 between $7,000,000 and 
po 9005000, ) That aey be out apmillion orese, but trac mor 
Pine ois Very Tar oun, 

MR. ARNASON:. Would you care to refer to paragraph 
119. You say there: “Another type of co-operative, credit 
unions, now number nearly 1800 and in 1943 loaned $16, 900- 
OOO. Mutual fire and casualty insurance companies which 
are also exempt from income taxation did an annual volume 
of business in 1942 of a premium income of $12,616,990 
wolch yislded a profit of $2,298,662." That, T notice, 
is about your only reference to credit wnions in the 
Drist. 

MR. THORVALDSON: Yes. 

MR. ARNASON: What were your reasons for including 
eredit unions in this particular section? 

MR. THORVALDSON: I must confess that I did not say 


more about them for the reason that personally I know 
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very little about credit unions or about their way of doing 
business. They are not a substantial tax factor at the 
present time. That is the reason I did not say more about 
them, but it is also largely because of personal ignorance. 

MR. VAUGHAN: In paragraph 71, pace Oe, you say: 
MUOWeNer dg, adda tion “to. .the exemption of marketing co- 
operatives a de facto exemption has been conferred by 
administrative ruling or practice upon the incomes of dis- 
tributive co-operatives, including co-operative wholesale 
and retail stores." Then in the last two lines of that 
paragraph you say: "Moreover the entire income of the co- 
Operative would in such case be exempt, whereas the pract- 
ice has been to treat ag cxempt only the patronage divid- 
end.” There seems to be a little difference between those 
two opinions; and on the next page,, ln» paragraph: 74) you 
make this statement in the last sentence: "Income from 
reserves, it is understood, and undistributed surplus is 
taxed." Further, in section 74, you says  "Iinvthe case 
of the wholesale co-operative, patronage distributions ta 
its members are deductible as a trade expense from the 
association's own income, but are taxed in the hands of 
the retail co-operative store as a trade receipt, Now, 
turn to the table following, dealing with taxation ag 
applied to joint stock companies, marketing co-operatives, 
and wholesale and retail distributive cO-operative cor- 
porations. Under the last heading the statement appears: 
"Taxed after deduction of any patronage dividends paid. 
How can all that be reconciled? 

MR. ADAMSON: Marketing co-operatives come under 
Section 4 (p). You are not concerned with that, but 
simply with the administrative exemption of distributive 


co-operatives. 


~18383- Mr .Adamson 
MR. VAUGHAN: That is where these differences seem to 
appear. 


MR. ADAMSON: In paragraph 71 I mention that distrib- 


utive co-operatives do not qualify for exemption under 


section 4 (p), amd IT‘ask the question, on what basis are 
Liey Crempucd wad say, it cannot be 4 de Tacto Vane en 
granted by the Commissioner of Income Tax on the ground 
that such concerns are entitled to exemption as mutual com- 
pa ies because in that case they would be subject to the 
Provisions or Section 4 {e) of the Acte, Theat section res- 
bricts the exemption. of mutual corporations to such as 
have no share capital, and: in addition all transactions 
would have to be restricted to members of the association. 
I go on to say: "But we understand the exemption has not 
been so restricted. Moreover the entire income of the co- 
operative would in such case be exempt" -— that is, if 20 
came under section 4 (g); their whole income would be ex- 
pt if they, qualified under that section -— "whereas \ine 
practice has been to treat as exempt only the patronage 
dividend.” 

MR. VAUGHAN: The reserves are taxed? 

MR. ADAMSON: Yes. That is my understanding of the 
way these distributive co-operatives were treated until 
quite. recently. 

MR. VAUGHAN: Tsam speaking of the practice at the 
present time. 

MR. ADAMSON: At the present moment the whole thing 
is in the air; they do not seem to know what the position 
is. In paragraph 75 I am dealing with the way they were 
treated up to the time that this Commission was appointed. 
Wholesale and retail distributors co-operative trading 
profits were taxed after deduction of any patronage divid- 


ends, and then the dividends in the hands of the recipient 
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were exempt unless entering into the resipientts trading 
account, and dividends on shares were taxed, 

MR. VAUGHAN: Personally, I have not understood that 
the wholesale and distributive properties were taxed at 
ca iid es 

Mi. ADAMSON: They are taxed on anything made but re- 
serves and undistributed income. There has been a recent 
ruling whereby they are taxed now. T am speaking of right 
up to the time this commission was appointed. There has 
been a change in their treatment, but that does not alter 
the fact that shortly before this Commission was appointed 
they were receiving exemption. Now the Income pax Depart- 
ment says they must qualify under section 4 deter 

MR. VAUGHAN: Is it a ruling made since the Commission 
was appointed? 

MR. ADSMSON: Just before the Commission was appointed 
that statement Calne OuUG “In the press. 

MR. ARNASON: Are you sure it was not a ruling made 
in the case of certain co-operatives rather than a general 
ruling? 

MR. «DaMSON: I do not know whether it Was. Ae? 
know is that this information ig Supported by what Mr. 
Keen, the secretary of the Co-Operative Union of canada, 
said in his letter of 1941. ‘That is what he Says) 30 nis 
letter. 

MR. ELLIOTT: In that letter, in the second line from 
the bottom, reference is made to urban cO-operatives. 

MR. &SDAMSON: Yes; that is right. 

MR. VaUGHsN: It is contrary to my understanding of 
the matter. 

MR. sDAMSON: You can : find out from the income tax 


SuUthOrities.:. [ believe it is the way they were treated 
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until a few months ago but now there has been a change. 
I believe there has been a ruling and they have all been 
required to qualify under 4 (p). That is my understand- 
ine Of the situation, 

MR. THORVALDSON: I may say to Mr. vyaughan that in 
that respect I am as confused as he is. ‘These paragraphs 
were prepared by Mr. Adamson and they were clear to me 
before travelling with the commission; but since I have 
been with the Commission, from Vancouver to Winnipeg, I 
have found that various things are done in various places 
and goodness only knows what is right and what is not. on 
that point I made a memorandum in connection with the 
Lloydminster oo-operators store, which was before the com- 
mission in Regina, and I wondered why one co-operative 
store was paying taxes. The representative of the Lloyd- 
minster store said he had been paying taxes on his 
reserves but not on patronage dividend. There was some 
kind of ruling applied to him that he should pay some 
taxes but I did not know why and I have not found another 
co-operative paying taxes anywhere. 

MR. VAUGHAN: So far’ as certain co-dperatives are con- 
cerned, the reason was that they were doing more than 20 
per cent of their business with non-members, 

MR. ADAMSON: These, I understand, are the rulings in 
the department in Winnipeg and they are in accordance 
with the statement of Mr. Keen. I do not say it is the 
correct application of the Act, but it is what I way was 
until recently the set-up in some departments. 

Mr. MILLIKEN: On page 52, in paragraph 149, with 
reference to the former wheat pools as they operated in 
western Canada, the following statement is made: They 


had no profits because they were intended to act exclus- 
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ively as the producer's eacents om factors to hendie his 
grain and to account to him for the total price of each 
particular kind and. gerade of grain, less selling and 
handling costs." pid you mean to imply e that Last sen- 
tence that in-thatcase + hey were not pooling in the sense 
that one man's grain might be sold at a figure below what 
Was caneally paid’ to, him? Wheat Tt aM Suecestine 1s.cii T 
understand the matter, that they were doing the same, kind 
of pooling of prices at which they were selling that you 
Woreue Cherring Oo previously in Vour .prier., 

Wes THORVALDGONS> «<b. Was mo-l referning to pooling at 
all. il Waser serpige.t oO. theliover-chanree theory in relation 
uO patronage dividends, and not to the question of pooling. 

THE CHAITRMAN:.. This closes the brief. What.do you 


propose now, Mr. Parker? 


GEE NAJOR CO-OPERATIVE ORGANIZATIONS OF MaNTTOBA 


WR. PARKER: (lL. proposs to, take up. mow the! brief sub— 
mitted on behalf of the Major Co-operative Organizations 
in Ghe province of Manitoba. 

MR. SCARTH: fC. Hull, Who 18 SUDIIEGINoe the Urner. 
has a very bad cold and he was wondering if it would be 
permissible for him to go into the box and swear to the 
eontents of the brief and get someone else to read the 
DRier Tor him, 

THE CHAIRMAN: Undoubtedly. 

Secretary, 
Ganadian Co-operative wheat Producers 


having been duly. Sworn 
testified as follows: 


ee ene or rea 


BY MR. PARKER: 


OR mT NS Om a NR 


Q- You are Secretary of the Canadian go-operative 


Wheat Producers? Oe ae oe 
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Q.- What position do you hold in the organization that 
prepared the brief? A. (This brief was’ prepared for those 
organizations which up to a few years ago formed the Man- 
itoba Go-operative Conférence and on behalf of those 
organizations I meade for them this brief representing 
the organizations whose names appear at the end of the 
brier. 

OQ. PHSrTUrstea Saher Manitoba Pool Rievators., 1s 
that a limited company? A. The word limited has been 
deleted. 

Q. What kind of institution is it? 

MRe sUG@kth: Ghereits To share capital, 

BY MR. PARKER: 

Qe. The-others are Manitoba co-operative Poultry 
Marketing Association Limited, Manitoba co-operative 
Dairies Limited, Manitoba Go-operative Livestock Produc- 
ers Limited and Manitoba Co-operative wholesale Limited. 
Are these five all co-operative associations? 

Ba Lene 

oO. S2divnie iss general brief. on their penalise 
td tes, 2 general Driref.on DehalT of the Tova l oo 
operative movement. 

Qo Die you prepare this yourselT? Ae Wee. 

Q. After consulting with whom? A. This Drier 
was prepared at the request of a committee representing 
all these organizations in Manitoba. The brief was pre- 
pared and submitted to a committee for examination and 
was approved as it appears here now. 

Q. How large was the committee? A. From all these 
organizations and other co-operative associations as well 
as the ones that appear here there was a committee 


appointed. 
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f 


Q. How big was the committee that met to discuss the 
matter, approximately? A. Ten or twelve, 

oO. “Was 1b unanimous? A. seen 

Q: How is it that some did not associate themselves 
with ee brief? A. Because they were not asked. 

Oa Why? B. Hesause as a matter of Tact this was 
put through as representing the whole province, The others 
Were ome iler organizations, 

Vee pOARIO NN “You are familiar with the contents of wits 
brief, and they are correct in so far as they: are factual? 

THE WITNESS: .Yes. 

MR. SCARTH: Mr. Hull would like to have Mr. Ransom 
Peoa che bricr form him, 


MR. RANSOM: The brief is as follows: 


"Brief Submitted on Behalf of the Major Co-operative 
Organizations in the Province of Menitopa, “oy J. 1. ao, 
Secretary, Ganadian Co-operative wheat Producers Limited, 
Formerly Secretary of Manitoba Co-operative conference. 

Whether or not, as some sociologists maintain, two 
forces condition the processes of organic evolution, 
which have been described as the Law of Mutual Struggle 
and the Law of Mutual Aid, it is beyond dispute that 
there could be no persistence of group life without the 
cohesion created by co-operative action. Human society 
must therefore be regarded as fundamentally the product 
of co-operation, that is, within the society the pro- 
cesses which we call-co-operative are dominant. 

Within the society, individuals seeking satisfaction 


for their physical and psychical needs may struggle 
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against or cooperate with each other: they may pursue the 

method of competing with asi ea for the achievement of 
desired ends of they may pursue the method of working to- 
gether;sthe method adopted will depend upon the environ- 
ment, the stage of social organization, and the degree of 
intelligence in the group as related to the knowledge of 
the adaptation of means to ends. Where the ends are scarce 
and not sharable the method may well be that of competition; 
where the ends are sharable, there will undoubtedly be a 
eradual and persistent extension of the method of co- 
operation. This process has been well described by Pro- 
fessor R. M. MacIver in the following paragraph: 

'To trace the growth of community from the dim origins 

of "Cyclopean"* family-community, through primitive 

clan and tribe and horde, through isolated or semi- 

isolated communistic village, through warring city 

community and badly integrated empire, through 

feuaeal Conrusion onto the close-knit. social Lite vor 

moder western states, is to follow the process, 

indirect, indeterminate, broken yet victorious, by 

which human life has been reclaimed from the waste 

as the principle of co-operation has more and more 

become active within it.'r 

"It may thus be maintained that civilization bégan 
when men became conscious of the value of associated 
effort for the achievement of ends that were sharable by 
a group and the way of co-operation as a substitute fo> 
the way of strife became a social aspiration and a aon 
inant factor in the art of living together. 

"The ancient village communities, with their co- 


operative economy, the many societies to be found in 


X Community - A Sociological Study, p. 353. 
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practically cvery stage of civilization designed to help 
people to meet the unforeseen pone anecn eres OL Cleon tae 
myth of a Golden Age, buried somewhere in the mists of 
the past, when human relations were ‘perfectly harmonious 
and justice and plenty prevailed; the ethical precepts to 
be found in all the books of the world's FELL Ome ag. 
alike, testify to a widely-held faith in the value of men 
working together for mutual benefit and the common good, 
and are evidence of the universality of the PLacuLes ior 
co- operation and its persistence as a social inherit- 
ance. 
"In fact, we may say with the authors of the most 
important book on co-operation, published in recent years: 
"The co-operative ideal is as old as human society. 
It is the idea of conflict and compéstition that is 
new. The development of the ideal of co-operation 
in the nineteenth century can best be understood as 
an attempt to make explicit a principle which is 
inherent in the constitution of society, but which 
had been forgotten in:the turmoil and disintes- 
ration of rapid economic change. It is against 
the background of the industrial revolution and of 
the industrial dislocation which accompanied it 
that early ideas of co-operation and the origins 


of the co-operative movement must be judged. 1A 


The Modern Movement. 


wThe practical application of the principle of co- 


operation to the provision of economic services may be 


dated from around the beginning of the nineteenth cen- 


x Consumers! Co-operation in Great Britain by Professors 


A. M. Carr-Saunders, P. Sargent Florence, Robert Peers 
in consultation with a number of Economists and Teach- 
Ore. “Page 24 
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tury. The first efforts were of a purely local character 
and in many cases the Pronuct cf philanthropy, designed 
to make food in particular cheaper to-the very poor. . co- 
Operation In the marketing of certain agricultural prod- 
ucts has a lengthy history; the celebrated Gruyere and 
Chedder cheese, the cne in France and Switzerland, and 
the other in England, were both cO-Operatively made from 
milk pooled by the producers who shared in the product in 


proportion to their contribution to the pool two centur- 


Nne early years of the nineteenth century witnessed 
a considerable intellectual activity among the masses of 
One, Brig. oh people, and co-operation ag a means of rais- 
ing capital to enable the workers to gain command of the 
means of production and distribution, became the centre 
of a vigorous working-class propaganda. Organizations 
were formed to Carry On co-operative education; papers 
were published to popularize the principles and the 
methods of co-operative business; national congresses 
were held for the discussion and promotion of the idea and 
the purpose of co-operative enberprisss, It is said 
there were about 400 co-operative retail stores Operating 
in Great Britain in the thira decade of the century. 
Most of these societies failed; they offered no immed- 
iate benefit to their members, and a stake in a distant 
and uncertain Utopia or, as it was then Stated. a sol. 
Supporting community of united interests,t had no sus-~ 
tained appeal. The propaganda, however, laid the founda- 
tion for the movement which today covers the earth. 
The Rochdale Principles 

"It has become customary to date the modern success- 


ful consumers? co-operative movement from the founding of 
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Efe poshtele Equitable Pioneers Co-operative gociety in 
i844. The story of Rochdale is well known: how a group 
of Rochdale workers, meeting for the purpose of discussing 
the economic conditions of the time, decided to try and re- 
duce the cost of living by opening a retail store from 
which to supply themselves with food and clothing, and 
from which to go to a much greater organization of econ- 
omic and social services; how they raised approximately 
~l40 with which to start: how they laid down certain 
rules and regulations for the organization and conduct of 
the business, including the disposal of any Surplus aris- 
ing from the trading transactions; how their enterprise 
developed and became the stimulus for similar enterprises 
in practically every civilized country in the world, 

"The main principles or rules of co-operative 
organization and procedure laid down by the Rochdale Pion- 
cors and which have been, in-the main, the model of ea) 
succeeding purchasing co-operatives and their universal 
distinguishing feature by contrast with profit-making 
institutions were as follows: 

1. Open, unlimited membership 
- Democratic control; each member one vote only, re- 

gardless of his contribution to the capital. 

Se All net savings to be distributed among the mem- 
bers in proportion to their purchases. 

4. Limited rate of interest on capital contributed 

Oe Goods to be sold at the current market rate and 
for teach only. 

6. Education in the principles, practice and purpose 
of co-operation. | 

7. Accounts to be properly kept and regularly sub- 


mitted to the members. 
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With slignt variations, according tothe type of 
SVCLeGiy, Lue function, and the conditions in which it hes 
to operate, these rules may be said to be characteristic 
of co-operative societies no matter in what country they 
are Situated. 
mA few years alter vhe- founding ‘of: the Rochdalé Store, 
and when the co-operative movement was developing and 
attracting the attention of men prominent’ in public life 
and Bras rol Souerc Tisai nis eunee Principles 
of Political Bconomy, referred to the movement in these 
words: 
‘The form of association, however, which if mankind 
continues to improve, must be expected in the end to 
predominate is not that which can exist between a 
capitalist as chief and work people without a voice 
in the management, but the association of the labor- 
ers themselves on terms of equality collectively own- 
ing the capital with which they carry on their oper- 


ations and working under managers elected and remov- 


able by themselves..... 

'Bventually, and in perhaps a less remote future 
than may be supposed, we may, through the co-operative 
principle see our way to a change in society, which 
| would combine the freedom and independence of the 
individual with the moral, intellectual and econom- 
jcal advantages of aggregate production; and which 
without violence or spoliation, or even any sudden 
disturbance of existing habits and expectations, 
would realise at least in the industrial department, 
the best aspirations of the democratic spirit, by 
putting an end to the division of society into the 


industrious and .the idle, and effacing all social 


ay Pes aE 


a wy 
Barut s Ae van’ 


We Pan 
om : & 


Bf nd Dtbe Sd Yan yee ne ae cong pe 


a 


+n wf oe) od’ op Sse hseioee ovisieragateg: ke 


; beadut ie ote 
Goo aghonvet ett poste Seay wed ae] 


Wh Seow Syst o0 teagan Sa ae eee 
: ‘ 


14) a ifoeni ae 


S-1L1S -1845- Mr. Ransom 


distinctions but those fairly earned by personal ser- 
vices and exertions.'4 
"Forty years later, Professor Alfred A. Marshall, in 
his day the most influential theorist and teacher of econ- 
OuLGss. i. aii Biases to the Zlst British Annual co-operative 
Congress, had this to say about the co-operative movement: 
'IT regard it as the typical and most Bee erm 
product of the age; because it combines high aspira- 
tions with calm and strenuous action, and because it 
Sects itself to develop the, spontaneous energies of the 
individual while training him to. collective. action, by 
the 220. 0f collective resources, and Tor she, autain= 
ment of collettive ends, It has points of aifinity 
WLU many other movements; bul it is like no other. : 
"Other schemes for developing the worldts material 
resources are equally practical and equally business- 
like, -but. they shave .not. the same direch, aim. topim-= 
| prove the quality of manshbimsell.:. Other, sehemesnlor 
social reform have equally high aspirations, but they 
have not the same broad basis of patient action and 
practical wisdom. What distinguishes dchoparation 
trom 214 other movements sis that .1t is..al.once 2 
strong and calm and wise business, and a strong and 


fervent.and proselytising faith,! 


The Spread of the Movement 
"Tn continental Furope self-help institutions of one 


kind or another have existed from the earliest times, 


@ 


especially sickness and death benefit societies. Co- 


operative credit societies for urban workers were estab- 


‘ 


zx J.S. Mill - Principles of Political Economy, Book 4, 
Chapter 7, Section 6, Ashley Edit. 
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lished in Germany by H. Schultze-Delitzsch in 1859; a sim- 
ilar kind of credit co-operative for peasant farmers was 
established by #. W. Raiffeisen in.1862, these institutions 
being the forerunner of the modern credit union and co- 
operative banks. In.time, these credit co-operatives were 
combined with supply and marketing co-operatives. cCon- 
sumer Societies, service -socletiés, marketing co-operatives 
- co-operatives of many kinds exist in every Buropean 
country. 

"On the North American continent co-operation began in 
much the same manner as it began on the other side of the 
Atlantic. The early pioneers who blazed a trail for civil- 
ization across the trackless prairies or hewed homes for 
themselves out of the primeval forest, made an inevitably 
rough life more bearable by the practice of mutual aid. 
There are records of workerst co-operative productive 

| societies in the United States in the last decade of the 

sighteenth century, and the numerous colonies or commun- 

ities organized around a co-operative economy give evid- 

ence of a spirit of brotherhood even'if the ideal proved 

im one “end Goo Lorty. in the) 18dg0's, “co-operative: srveres 
were opened by the New England Association of Farmers and 
Mechanics and in the next decade the New England Protect 
ive Union built up a system of co-operative stores which 

at their height did an annual business of around $2,000- 

OQ0 « 

What of these co-operative efforts managed to sur- 
vive the apathy of members disappeared during the dis- 
ruption attending the Civil War, but with the return of 
peace, a new co-operative movement began, founded on 
Rochdale principles and invading both rural and urban 
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wWAmong the farmers of Patrons’ of Husbandry, better 
known perhaps as The Grange, led the way in the promotion 
of co-operation. The following clause from-the Declar- 
ation of Principles of this organization showed a commend- 
able grasp of the co-operative idea as a way of living: 
‘We propose meeting together, talking together, 
working together, buying together, selling together, 
and in general, acting together for our mutual pro- 
tection and advancement.' 
"The Patrons claimed, in 1874, that through their co- 
operative stores they were saving their patrons $12,000,000 
a year. 
*Tndustrial workers! organizations also entered the 
Pieri gendiat wayebewnosed »that, overlapping, oF the vindus- 
trial and’ farmer co-operatives, at any given point, was 
avoided by specific arrangement. 
wAcricultural marketing co-operatives in the United 
| States date back to the first decade of the nineteenth 
century and throughout the century.this kind of co- 
operative has made gigantic strides and represents, by 
| far, the largest co-operative business in the country. 
wAg might be expected, the activities of these 
farmers! organizations crossed the border and the Canadian 
organizations followed the lead of the parent organization 
in setting up co-operatives, mostly in Ontario. 
"Co-operation in western Canada appears to have begun 
with dairying. In the last decade of the nineteenth cen- 
tury the provincial government of Manitoba gave financial 
assistance for the establishment in the province of co- 
operative creameries and cheese factories. In what was 
then the North-West Territories, now Saskatchewan and 


Alberta, the Dominion Government made loans to farmers 
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who undertook to organize butter Rae A ae making factor- 
ies and to deliver all their cream to these cO-operatives. 
These efforts were rendered abortive by the Tush. ainto 
grain growing; the creameries died for lack of material. 

"Ten years later a beginning was made in co-operative 
grain marketing which after the first world war developed 
into the Wheat Pools, which despite the disastrous exper- 
ience of the great financial and commercial COL Le (Oe tine 
pyoO LS still remain the larsest grain marketing organiz- 
ations in the.world. 
Co-operation in Manitoba 

"Grain growers of the west complained loudly and bit- 
terly of abuses in the early years of the grain trade, 
abuses which were the subject of many government inquir- 
ies into the trade and the elimination of which was the 
object of special legislation. The farmers, however, 
were not satisfied, and about 1904 they began an agit- 
ation for a co-operative grain handling and marketing 
organization. They organized in Manitoba the Manitoba 
Grain Growers Association and further west the Territ- 


orial Grain Growers Association and these two bodies 


organized the Grain Growers Grain company. During this 


process they sent one of their number to take a look at 


a 


ct 
ey 
O 


Winnipeg Grain Exchange (established 1887) and in 
his report he described it as ‘a combine with a gambling 
nol! thrown. i. * The new company commenced business 
with a seat on the Exchange in 1906, and six weeks after 
it started it was suspended from the Exchange, one of 
the reasons given for the suspension being that the pol- 
icy of the company to pay patronage dividends was 
equivalent to splitting the commission with the shipper 


which was forbidden by by-law No. 19 of the Exchange. 
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The result was a bitter fight in which the young company 
was brought to the verge of ruin, and in which the provin- 
clal government ultimately took a hand. Eventually the 
company discovered that because it was incorporated under 
the provincial Companies Act it could not pay patronage 
dividends; it therefore abandoned Cheb part) ofets policy, 
and. in doing this it created a dissatisfaction among the 
grain growers that was to exist for nearly twenty years, 


POG nba bh 


a) 


establishment of the Wheat Pools did the 
cO-operatively-minded grain Growers get the kind of 
institution they wanted, 

"One outcome of the complaints of the grain growers 
was that the government of Manitoba in 1910 went into the 
Brain sievator business: After two years' experience the 
experiment was given up and the elevators the government 
acquired were leased to the farmers? company, Manitoba 
Grain Growers Grain Company. 

"It may be here mentioned that in the neighboring ~ 
provinces of Saskatchewan and Alberta government appoint- 
ed committees recommended the establishment of co-operative 
elevator systems and by 1913.al-three provinces had such 
eee In 1917 the Alberta and Manitoba Systems com- 
bined to form United Grain Growers Ltd. 

"United Grain Growers took on other Lines: on \ibua< 
iness besides grain marketing. They set up a supply 
department for the furnishing of heavy goods, such as 
coal, lumber, flour, binder twine, fence posts, wire, 
ete., in bulk, which were Shipped on order from local 
essociations or individual farmers, They also went 
into farm implements and the lumber business: in 1916 
they opened a livestock marketing department. 


"Bulk buying of goods for the farm and household 
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was also undertaken by locals of the Manitoba Grain qarow- 
ers' Association, later the United Parmers of Manitoba, 
and these local efforts became the precursors of local 
3o0-operative societies. 

"Following the first world war, co-operation developed 
rapidly in the province. Manitoba Co-operative Dairies 
was established in. L921s| Manitoba Bee: and Poultry Co- 
operative Marketing Association began in a small way in 
the southern part of the province in 1922; Manitoba Pool 
Hlevators, at first a subsidiary of Manitoba wheat Pool 

began in 1925; Manitoba Go-operative Livestock Producers 
was formed in 1927 and in the same year Manitoba co- 
operative Wholesale was organized. The starting place of 
most of these organizations was in the United Parmers of 
Manitoba; all of them were the result of a demand of the 
organized tarmers jof .the province, 

"All of these province-wide organizations, we under- 
Stand, will present briefs to the Gommission and each 

| will deal in detail with its set-up and operation. 

"On December 31, 1944, the number of co-operative 

associations operating in Manitoba under provincial char- 


CeteuWwos 005, classified as,.tollowss 


Marketing associations aa0 
Consumers't associations t6 
Miscellaneous el 

Total 0635 


"Of the 226 marketing associations, 180 are local co- 
operative elevator associations and members of Manitoba 
Pool Blevators; 26 are dairying associations, chiefly 
cheese factories and creameries; and 10 are for the 
cleaning and marketing of forage crop sseds. The remain- 


der are engaged in the marketing of livestock, poultry 
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and eggs, vegetables, corn and honey. 

"The consumers! associations include two main types, 
(1) grocery and general stores and (2) co-operative oil 
Stations, which as a rule besides handling petroleum 
products supply their members with bulk commodities such 
ae Dinter twing)) coal, flour, fencing, 6te. 

"The associations classified as miscellaneous provide 
4 variety of services for their communities, such as 
community halls, curling and skating rinks, trucking ser- 
vices, machine shopg and hatcheries. One manufactures 
leather goods, such as gloves and mitts; another operates 
two boarding houses for university students. 

"In addition to these co-operative associations, 
there are ninety-three oredit unions operating in the prov- 


ince of Manitoba, 


Conoperative legislation in Manitoba 
"The earliest Co-operative act was Ghapter 12 of the 

Statutes of Manitoba, 1887, entitled: 'An Act respecting 
| Co-operative Associations'. The Act provided that any 
seven or more persons who desired to associate themselves 
together for the purpose of carrying on any labour, trade 
or business, exeept the working of mines, minerals or 
quarries and the business of banking and insurance, might 
become a body corporate by making a certificate in writing 
in the form provided in the Act, and by filing itowith the 
Registrar of the Registration Division in which the busin- 
oSS was to be carried on, together with a copy of rules 
agreed upon for the regulation. and management of the 
Association. The capital was to consist of shares of 
the denomination to be fixed by the rules, and might be 
either transferable shares or withdrawable shares. 


"This legislation continued in force until 1916, 
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when the Act was repealed, and a new Act was passed, being 
viapver 2S, S.M. LOLS 

"Section 25 of this act provided for the apportionment 
of profits as follows: 

"(a) By setting aside not less than ten per, cent of the 
net profits for a reserve fund until an amount has 
accumulated in such fund equal to at least thirty 
per cent or more of the paid Up. capital stock: 

(bo) By paying interest on the paid up capital stock 
at a rate not exceeding seven per cent. per annum; 
(c) The remainder of the profits shall be divided 
ainong the patrons of the association who are Share- 
holders, in proportion to the volume of business 
they have done with the association. 

"It was also provided that, if authorized by supplem- 
entary by-laws of the assocdation, the association might 
allow an equal rate of dividend on business done with non- 
shareholder patrons, but that the full amount of such divy- 
idend should be credited to the account of the patron on 
account of capital stock until an amount had been accum- 
ulated equal to the par value of one share. when such a 
Sum had been accumulated a stock certificate for one 
Share should be issued to the patron, and he should there- 
efter share in the dividends with the other shareholders, 

"The Act was amended by Chepvuer 10, Ss ase). by 
deleting the word 'profits! and inserting in substitution 
the word 'surplust. 

"The 1916 Act was repealed, and re-enacted, by chap- 
Ger oO, ‘Sally L925. 

"The 1925 Act permitted the incorporation with or 
without share capital, and had similar provisions for dis- 


tribution of surplus. 
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"The 1925 Act was repealed, and re-enacted, by Chapter 
Oty elie! L Oc» 

tThe 1932 Act has been carried into the Revised §gtat- 
utes, and is now Part VII of ‘The dompanies Act', being 
Chapter 36, H.S.M. 1940. 

"The following sections may be of interest fo the Com- 
mission: 


1125. A corporation hereafter incorporated shall be 


Qo 


eemed to be operated on a so-operative basis, if pro- 
vision is made in its letters patent or by-laws, 
(a) that no member have more than one vote; 
(ob) that no member, other than a corporation 
member, vote by proxy; and 
(c) that the surplus funds arising from the business 
of the corporation be distributed wholly or in 
part among the members or amongst members and 
patrons, in proportion to the volume of business, 
which they have done with or through the corpor- 
Oi 9 
mBy section 126, a co-operative could be incorporated 
with or without share capital, and when incorporated with 
share capital, should use the word tLimited' as part of 
its name, 
1133. (1) No member shall hold more than one- 
twentieth of the total number of ordinary shares of 
capital stock. comprised in the capital of the corpor- 
ation, end. no member .ehall be entli led (10 more than 
One vote. 
'(2) No member, other than a corporation mem- 
ber, unless appointed to represent a branch of the 
corporation or as a district delegate, shall vote at 


any meeting of the corporation by proxy.' 
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Apportionment of Surplus 


1139. (1) The Directors, after paying expenses and 


making proper allowance for depreciation, shall appor- 
GLOn the” surplus arising from the yearly business of 
the corporation as follows: 

(a) By setting aside not less than ten per centum 
Pprole weucvtus £Or'e Teserve Tund end So Teca your aac 
year until the reserve fund is equal. to thirty per 
centum of the paid-up capital or total membership 
Lees, as the case may be, or Such freater’ amount as 
the by-laws provide; 

(b) In the case of a corporation having capital, 
if the by-laws so provide, by paying interest on the 
paid-up capital, at such rate not exceeding seven per 
cent per annum as the by-laws provide; and 

(c) By dividing the remainder among the mem- 
bers 1n proportion to the volume of business which 
they have respectively done with the corporation adur- 
Ine tne yeer: or 

(d) If the by-laws of the corporation so pro- 
vide, by dividing the remainder amongst the members 
and patrons to sach in the proportion thet -ihe, toual 
vOlume of such business bears to the volume done by 
him or so that a parton's portion be not Jess than 
fifty per cent of @ member's portion, and. by. credit 
ing the amount to be distributed to each patron 16 
his account, and so trom veer LO year untae as 
value of one share of stock or one membership fee, 
as the case may be, has been accumulated, whereupon 
the patron shall be a member and entitled to re- 
ceive a fully paid-up share or membership certif- 


icate. 


Ph ae 


: : x _ AE Ope - f OMe 3 1, 
tl, “Saree 7 0 camo s ee eh) 
th , f po, ” , ee ; , i : 7 aan : , ! ] 
laa MT Ie SL Wastes SING CEL Sn 
ee Peer nen ake 


a Bint ebay ert fas seat ie 
ae ays 2 i. a? attonlat: OR 


ls a. : 


a oe a 
ne ed 


Bag 1508 kat shoes ‘ated 
| 7 nay Pewonlan 2 oh see 
roe Ga eter: daa ae: tei satires Ss ‘me pee ee, 
i: Scat ie ‘Daa aveeeur e wor 2; 5 ie a ; 
et a 


7 


j . a ya : ' ; : [os D 
Pceee ae Ct Cached te Dire OROE BK outst pai ‘bi 
: . i : . 
eects! t+) Gl ute tees gis Sha ay Os ee 
: a Sore se r iM 4 er roe ne Mi x be : j . rs é - vi { ; Ly a, ' a a ; v . vag “i i 
of ae 2 "y ae ay : ae. ¥ di 9 ey ivaby: ms 4 Bop? : 


Drv wr ae auld 


: ny eo G Ar co 68.24% ith ar ue 
\ f . , oT 7 4 —- i esa Mad ine sy 
- te { V el Cw it a j Fy ; Ms, b : -©G on +2 he yas 
or: Tot ah 
7 ie i J 4 r is ‘ “ } 
oe aed 
' ; i? , 
J POT! i Bie 
#} 7 i [ id att t rs 
me 
2 a) fi ] ae ] 
f j 
; l« {i 
; r i ] “T oe , , ae 
s Te Wer + 2 
I M 
. er 
i 
; he - | F ) s 2 > 7 » Vea. 
a , 
his ‘ t i - ie 7 vide iG 
| a ‘isd pg ie ii aoe me 
é . 
re ; . Ma ' 4! a. O i Poe > ’ 
: ay ne * oi 
_ - 


fw 5 bees Bae ¢ ih. 7 on 
1 ss a % 
a al 
s aa ¥ 
nas. J yt <a 
Pin us + ay 
j s fy 
i 1 
oT f ‘FP bm 
Le ca rare i a, 
ioe a ceatel aia a J ' | oe She? 
R ay 
Vek 
+ «é 
,ateed 
- 
‘ 
* 


-129 


-1853- ; Mr. Ransom 


(2) Such a distribution to a non-member credit- 
ed to his account shall revert to the reserve fund 
it, atter four years, or such other period as the by- 
laws provide, the amount is less than the par value 
of one share of stock or in'a corporation without 
stock of one membership fee. 

'(3) If the by-laws of the corporation so pro- 
vide, any proportion of the surplus may, instead of 
being immediately distributed in case, be credited 
to the members entitled thereto and retained and 
used by the corporation, and the amounts so retained 
may bear interest at such rate, not exceeding seven 
per cent per annum, as is provided in the by-laws, 
and shall with any accrued interest be paid to the 
members entitled thereto at such times and under 


such conditions as the by-laws provide.! 
Pp 


Joint Stock Companies v. Co-operatives 

"Tt is imperative that the fundamental difference be- 
tween a co-operative association and a joint stock corpor- 
ation be clearly understood, not only with regard to 
structure but more especially with regard to function and 
purpose. In principle, these differences may be summar- 
ized as follows: 

*A joint stock company is a union of invested capital 
designed expressly to acquire a return on the capital in 
the form of profits, these profits being distributed 
among the investors (shareholders) on the basis of the 
amount each has invested. The cornerstone of the whole 
capitalist system of production and distribution is the 
acquisition of profits: profit is the inducement held 


out for investment; continued and expanding production, 
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and with it all employment and wages within the profit 
system, depend upon continuing profits. Nov POLL ne 
private investment; no investment, no production. 

"For the purpose of this memorandum and in the absence 
of an authoritative economic definition, we define profits 
as the surplus of income over all costs, as shown in the 
accounts of a business concern, which may be reserved sal 
AOE er in part. by the concer oF distributed as divid- 
ends to shareholders and for the purpose of acquiring 
which the business concern was. formed. (AS a business 
manager explained once to a government commission: tQur 
mill was not built for thé Glory of cod, but to make 
profits for the shareholderst'). 

*A co-operative association is a union of persons who 
subseribe capital for the purpose of providing themselves 
with goods and services at cost, thereby eliminating 
prorat. eTne co-operative as a corporation is an instru- 
ment for the cowordination of identical economic activ- 
ities of the members of the association: it is not an 
acquisitive economic unit. The inducement held out by 
co-operatives is not profit, but saying and senvice tor 
and by the members of the co-operative for themselves. 


The cornerstone of the co-operative system is service at 


tA joint stock company as a general proposition lim- 
its the number of its shareholders, and the voting power 
of each shareholder in the affairs of the company is 
determined by the number of shares he holds. 

WA co-operative has open membership, the limit being 
the physical and economic conditions in which it oper- 
ates, and not its capital structure (if any) and each 


member has one vote only regardless of his contribution 
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tO VthSe- Capi tal., 

"A joint stock company is organized to do business 
with the general public; as seller it is Gistine® apd ta. 
ferent from the buyers, or as buyer Ib ‘is *distincést enc 
OT reren’ from ons Sellers; the business thus creates a 
Specific income for-the sellers; the business thus creates 
& Specific income for the company from sources other than 
LtSeLT. 

"A co-operative is organized to provide goods and 
services for its members, and as a Corporate (DOC y Wi rrs 
merely the agent for its members. The business transac- 
tions are by, with, and for, the members; the members as 
buyers or sellers are identical and consequently there can 
De no trading proriv; for a man cannot make a profit out 
of himself, and so there can be no specific income for 
the co-operative as a legal ery boy « 

(It should be noted that we are dealing only with 
transactions with and for Members), 

"The business transactions of a joint stock company, 
generally speaking, are completed at the time of buying 
or selling; the business transactions of a co-operative 
With its members are not completed until an accounting 
fas,bDeen made,.the cost of doing business, as authorized 
by the members, ascertained and the excess over COStAVAEL 
any, properly computed. 

vihe Det surplus, ii.@.; the profite of a joint 
stock company, are divided among the shareholders on a 
Share-holding basis. The net surplus of a co-operative 
is divisible among the members in proportion to the 
amount each has contributed to the business of the 
society; in other words, what he has contributed to the 


Surplus, and/or in the case of some marketing co-operatives, 
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Hie S0aTe ol a residual amount from the selling price of 


Lae members’? produce. 


as the patronage dividend. 


This adjustment is known generally 


The patronage dividend is, 


from an accounting standpoint simply the final reckoning 


between the co-operative and the member; 


an) 


it- is the pro- 


sess. of completing the business transactions over: a given 


period and is not the distribution of a corporate in- 


GOME e 


"Tt may perhaps help to a clearer understandinyz of the 


difference between a co-operative 


and an ordinary jolt 


stock company if the contrasting features are set out in 


SEuccincu yiOrm st ‘parallel’ columns. 


The Contrasting Features of a 
Joint Stock Company and a Co-operative Society 


neommrmcccnrey = 


A Joint Stock Corporation 
i ts ee Union oF capital as 
an investment to earn a 
profit 


2. Shareholding is anonymous, 
Dre taws .tahares ve re itresly 
transferable and may be 
heid by anyone 


3. 1S limited (as a general 
proposition) in the number 
of persons owning the 
business; i.e., the shares 
are limited in number 


4, The shares being limited 
in number they will fluctu- 
ate in value according to 
the profits they earn 


5. Control by the individ- 
ual is determined by the 
number of shares he holds 


6. Surplus earnings, 1.¢., 
profits, are. the prop- 
erty of the corporation 


ON 
° 


A Co-operative 


Is a union of persons to 
supply themselves with 
goods and services at 
cost 


Shares are identified by 
persons; the shareholder 
must be admitted to mem- 
bership or transfers 
must be approved by the 
board of directors 


There is no limit to the 
number of persons who 
may participate in the 
business within its 

range of operations; i.e. 
the number of shares is 
not Limited 


Every shareholder must be 
a member, thus the shares 
are not limited and can- 

not exceed par value 


A member has one vote 
and no more regardless 
of the number of shares 
he may hold 


Surplus belongs to the 
members, i.«¢@., the cus- 
tomers 
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Ah Joint Stock Corporation 


7.Surplus is divided among 
the shareholders on the 
basis of the number of 
Shares held 


Sano tla tolthe dividend 
paid on share capital 


9. The joint stock company 


does business in a general 


way with the public; the 
buyers and the sellers 


(the parties to the busin- 
ess transactions) are dis- 


tinct and different 


1O.The’ selling price is) ror- 
mally above cost price and 
the surplus constitutes a 


DrAGINe Drorit 


S1.Business is done for: the 


express purpose of realiz- 


imgijhe trading prorat 
which becomes the prop- 
erty of the corporation 


"A Carer ui comparison 
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A Go-operative 


Surplus is divided among 
the members in proportion 
to the amount of business 
each does with the society, 
except where a limited 
interest on eapital is 

paid 


Fixed maximum rate set 
for dividends on share 
capital; in some societ- 
ies no dividend paid on 
capital 


The co-operative is or- 
ganized to do business 
with its members; buyers 
and sellers constitute 
Ons body. and are iden- 
tical 


Phe Selling prose is” an 
arbitrary figure contain- 
ing a margin of business 
safety above cost and the 
Surplus constitutes an 
excess charge, or in the 
case of a marketing co- 
operative an underpay- 
ment. 


The business is organiz- 
ed and conducted as a 
mutual service for the 
benefit of the members 
and not for the benefit 
of the co-operative as a 
legal entity 


of theses Teatures of ‘a joing 


stock company and a co-operative society conclusively dem- 


onstrates that these institutions differ markedly in 


their structure, have different functions to perform and 


ete profoundly different in purpose. 


"A joint stock company arranges its capital in accord- 


ance with its profit earning capacity, and is designed ex- 


pressly to create profits for the benefit of the sharehold- 


ers; it provides goods and services merely as the means 


eo he making of profit. 


The co-opérative is open to all, 
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has no income from transactions with or for its members 
and Novecqneeeyy makes no profits from such Afanaaetiens ! 
and is designed expressly to make goods and services more 
easily available to its members. 

"The joint stock company makes an income for itself 
and for its shareholders; a co-operative has the single 
purpose of effecting savings for its members. 

"The investor in a joint stock company benefits whether 
or not hé patronizes the company, e.g. a shareholder in 
Woolworthts draws his dividends ‘although he may never have 
been inside BARBS the company's stores; a co-operative 
confers no benefits upon a person who does not use it. 

"Tn a word, we may say that a co-operative institution 
igs an organized effort to give practical effeot to the 
desire among men.to co-ordinate their identical activit- 
ies for the satisfaction of identical and common inter- 
este of one kind or another ona basis’ of mutuality, the 
method itself being based upon a conviction that working 
together for the achievement of sharable ends eliminates 
all forms of exploitation and is at once the most effect- 
ive and the most equitable way of bringing into the ser- 
vice of humanity all the useful resources of nature and 
all the beneficial achievements of the human mind. 

mMWhi Le it is eusitomary “to refer To%vne capital Oiea 
co-operative society as consisting of shares, the custom 
is merely another illustration of the adoption by co- 
operators of ordinary commercial terms. A Share in a 
co-operative society is merely a memberts contribution 
to the fund required to enable it to give the service 
for which it is being established; the dividends paid 
on this capital being generally limited and fixed and 


not determined by the net surplus, are, in effect, 


i 
J a y 


comme: 


vy ual ne da aA 


r . Sais * Eten 2b i ae fr 


; a at r Ligh, ; ase a 


at Lv 
y i la 


~ 


he 


SES RSS: —-1859+ Mr. Ransom 


interest on capital loans, 

"Tt should be noted that some marketing co-operatives 
operate upon.a merely nominal capital or without capital 
stock. Such co-operatives finance upon the commodity they 
handle and pay ae LOvmembers all The product Beings an 
the market, less, of course, handling expenses. 

"Tt is obvious that if it were possible to determine 
in advance what the costs of operating a co-operative 
society would be, its purpose LO BAvVe Service val cost 
could be immediately served by selling or charging at 
cost. In that case there would be no overcharge and no 
patronage dividend; although, of course, a co-operative 
marketing society might have a part of the selling price 
of the commodity marketed to disburse after the books are 
Glosed for the season. 

"Or ODVLOUS Yeasons oF business safety, however, a 
co-operative must maintain a margin between cost and sell- 
eos price, aud the practice is to ‘conform yo hencist cs 
ef tne perticuler trade. (lt as olear, however). chat the 
margin is not an income to the co-operative but derives 
Merely from the particular business procedures: the, ¢o= 
evelarive does not exist. for the purpose of creating .or 
ecoquiring the margin; the margin is a tetporary financial 
Safety device contributed to by the members and return- 
able to them, 

"A marketing co-operative, or a farm supply co- 
operative, is essentially part of the equipment of the 
form and just asa threshing outril, or a tractor, or 
&@ combine, may be jointly owned by two or more farmers, 
and its use jointly shared, so may a grain elevator, a 
poultry or livestock marketing association, or a farm 


supply society, be jointly owned, be co-operatively 
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used, and the savings it effects shared by those establish- 
ing the service. These services, we repeat, are not pro- 
vided by others than those using them for the purpose of 
making a profit; they are definitely a part of the pro- 
cuctive equipment, created for use and not for profit, and 
to facilitate in the most economical manner the whole 
process oF production as between producer and consumer, 

"In order to prevent any misunderstanding, it may be 
well tostate that while the co-operative in its trans- 
actions with members has no income of its own, being 
merely the agent of its members for the carrying on of 
mpuel services, this does,not mean that its disburae- 
ments to members are invariably in the non-income class; 
they may constitute income, or they may not, to the 
recipient. 

"for example; John gmith, a farmer, is a member of a 
marketing, or servicing, or supply co-operative; say, a 
pool elevator. . The savings effected for him through the 
services of such co-operatives may constitute a reduction 
in the costs of operating his farm, and where that is the 
Case, they increase the revenues from his farming oper-— 
ations and are definitely an addition to his income and 
should be so shown in his farming accounts. The same 
thing applies to a restaurant keeper, for instance, if 
he buys the supplies for use in his business from a co- 
operative. Where, however, the savings are effected on 
household and personal expenses, they constitute no 
addition to the income of the recipient as they are not 
used in the creation of an income. The test in all 
Such cases is whether or not the savings received by 
the member from his co-operative constitute, for him, an 


income, or are savings from his income. 
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"We have pointed out the distinguishing characteris- 
tics of a co-operativee society are; democratic control; 
AIMibed interest on capital; distribution ‘of surplusvatter 
provision of necessary reserves. Pach of the provinces of 


the dominion has special legislation regarding co-operative 


societies and in every case the legislative contains the 

following provisions: 

Ll, The member to have, one vote only regardless of the 
number of shares held. (In British columbia the 
member ‘may vote by proxy for directors. only.) 

ty” THe CiavVidenG: or Inverest) on sherés Vem ted io 

6 Sev yamount. 

» The society mst build up reserves to a stated 

amount. 

4, The surplus, after apportionment for reserves, and 
interés on capital, to be distributed as patron 
age dividend. (In some provinces permission is 
given for an educational fund.) 

"Tt will thus be noted that a co-operative incorpor- 
eaved under the laws of any of the provinces is) legally 
obligated to observe the customary and established rules 
Poo toe Conduct of aA eosoperative society... Lt shduld 
also be noted that these laws, by making obligatory the 
TevuiIn of surplus to’members in proportion to Gie 
business done by each, implicitly recognize the prin- 
ciple that the funds are the property of the members and 
do. not. constitute an income for the co-operative as a 
legal entity. 

"We have, unfortunately, no dominion co-operative 
law; although requests have repeatedly been made for such 


legislation. As far back as 1906 a Co-operative Bill 


ie a e 
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was introduced in the Dominion House of Commons. The bill 
was referred to a special committee of the house; and Mr. 
Mackenzie King, then Deputy Minister of Labour, gave evid- 
ence belore Une committee in support of the bill and .vaerl 
Grey, then Governor-General, gave the committee information 
on the co-operative movement as President of the Internat- 
ional Co-operative Alliance. 

"In the course of his evidence, Mr. King said: 

‘Leading economists of today, both in England and the 

United States, men who have not at heart the inter- 

ests of one olass of society as against the other, 

but who look impartially upon economic affairs are, 

I think, pretty well one in the favor with which 

they view the co-operative movement as a movement 

exceptionally beneficial from the point of view of 

educating the mass of the people, from the paint 

of view of enabling the mass of the people to - 

improve their own conditions and from the point of 

view of the general betterment and welfare of the 
people of the country.! 

"Lord Grey spoke on the value of co-operatives in 
Denmark and England, and referred to tthe security which 
the development of co-operative methods offers against 
the tyranny of trusts and combines.! 

"In 1910 a mass delegation of farmers met the gov- 
ernment at Ottawa and presented certain demands, among 
them being the passing of a co-operative act, and in 1911 
the leaders of both parties in the election campaign of 
that year promised co-operative legislation. In the pres- 
ent day the Canadian Federation of Agriculture has asked 
for a Dominion Co-operative Act. 


"Tt is in the highest degree desirable that a 
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co-operative Act should be placed on the Statute books of 
the dominion and that the legislation when enacted should 
provide an adequate description of 4 cO-Operative eee 
and thus place beyond controversy all the questions which 
have recently arisen regarding the legal status of a co- 
Operative society. 

"By way of example we may refer to the definition of 
Qa co-operative as contained in the recently enacted Labor 
yode, Of Costa) Rilea : 

'A co-operative society is a society of unlimited 

duration and having a variable and unlimited member- 

Ship and capital in which the members organize their 

individual activities and interests through common 

action for a specific purpose, with a view to improv- 
ing their social and economic position, without 
thought of profit and on the basis of distributing 
any eventual surpluses proportionately to the use 
made by each member of the common enterprise, 

"In order to rule out discussion upon the nature of 
the surpluses PosubLline in se co-operative, it is provided 
by Article 345 of the law that ‘for all legal purposes a 
co-operative shall be deemed not to make profits. | Any 
Surplus appearing on the balance Sheet is nothing else 
than savings resulting from the efficient management of 
the business of the society.! 

"A ew Months aco the U0. <4. Congress passed a co- 
Operative law for the District of Columbia in which a 
Co-operative is defined as an Organization for acquiring, 
producing, building, operating, manufacturing, furnishing , 
exchanging, or distributing any type or types of property, 
Commodities, goods or services for the primary and mutual 


benefit of the patrons of the association (or their 
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patrons, if any) as ultimate consumers. The latter pro- 
vision is to enable one co-operative to become a member 
of another and thus facilitate the creation of co-operative 
federations. The name 'co-operative' is restricted and 
protected. 

me give these examples from recent legislation as an 
indication of the et ae by modern statesmen of the 
necessity of drafting legislation dealing with co-operatives 


to accord with the great development and increasingly varied 


form of co-operative activities. 


Go-operative statistics 
"Co-operatives have successfully invaded many depart- 
ments of modern business. They provide marketing facilit- 


ies for agricultural products; furnish household and per- 


QQ 
bon 


onal requirements; build houses; carry on banking and 
all lines of insurance; manufacture foods and household 
goods; run restaurants; operate telephone lines and rural 
SueeL Cie Services; Give (fine protection: run, bud and, tram 
lines; establish water supplies; organize medical and 
hospital services; and so on. Indeed, it has been claim- 
ed that there is no Service of man in society that is not 
provided by a co-operative society somewhere in the world. 
pO rapid has been the development of the movement, during 
the last thirty years, particularly, and so wide the area 
it covers in the economic and social activities of men 
that, as a way of providing men with goods and services, 
culture and recreation, and as a means of successfully 
coping with those world problems which arise from man's 
contact with man, it has been regarded as one of the 
marvels of modern social development. 


"Data collected and classified by the International 
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Labor Office show that in 1937-88 there were 810,512 co- 
operative societies of various kinds throughout the 
world, 741,543 of which had a membership of 143,261,953. 

"Agricultural co-operatives, including credit and 
insurance societies, numbered 673,665 with membership of 
64,965,295 for 623,923 reporting societies. One-third of 
the societies reported a total business of over seventeen 
Dalercons on dollars 

"Societies affiliated with the International Co-~ 
operative Alliance in thirty-five countries in 1942 re- 
ported 47,110 consumerst societies with 17,732,908 members 
and an annual retail business of £602,168,524. These fig- 
ures do not include the U.S.S.R., which reports 27,486 
societies, with 37,000,000 members and an annual retail 
business of £1,878,434,290. The business of wholesale 
societies recorded by the Alliance for 1943 totalled 
£564,798,393. 

"The Dominion Department of Agriculture gives the 
following data on co-operative societies in canada for the 
year 19463 

"Number of associations, 1,675: places. of business, 
4,451; shareholders or members, 585,826; patrons, 608,680; 
sales of farm produce $295,499,274; sales of supplies, 
$55,689,141; total business, including other revenue , 
$552,785,598. The total assets of these societies 
amounted to $187,888,195; value of plant, $37,273,480; 
6eneral liabilities, $125,037,969; paid up share capital, 
$15,325,564; reserves and surplus, $49,524,666; working 


capital, $25,576,746. 


The Hot Springs Conference 


"We desire to call particular attention to the resolu- 
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tion dealing with the co-operative movement, passed by the 
United Nations Conference on Food and agriculture at 

Hot Springs, Va., May 18-June 5, 1943, to which canada as 
em PAPO LCIpant ih) the Conference, is a subscribing nation: 

WHEREAS: 

1. The co-operative movement has been of very great 
importance in many countries, both to urban and 
rural populations, especially in agricultural 
districts where farming is based on small units 


and in urban areas of low-income families; 


ay) 
° 


The proper functioning of co-operative societies 
may facilitate adjustments of agricultural pro- 
duction and sive eee sven ea as members have confid- 
ence in the recommendations and guidance of their 
own co-operative organizations, which they know 
operate in the interest of their members and of 
society in general: 

Se The democratic control and educational programs, 
which are features of the co-operative movement, 
Cab play a vital part invthe training of good 
democratic citizens, and assist in inducing a 
sound conception of economic matters: 

THe UNITED NATIONS CONFERENCE ON FOOD AND AGRICULTURE 

RECOMMENDS: 

1. That, in order to make it possible for people to 

help themselves in lowering costs of production 

and costs of distribution and marketing: 

(a)All countries study the possibilities of the 
further establishment of producer and con- 
sumer co-operative societies in order to ren- 
der necessary production, marketing, purchas- 


ing, finance and other Services; 
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(b) Each nation examine its laws, regulations, and 
institutions to determine if legal or institu- 
tional obstacles to cO-Operative development 
exist, in order to make desirable adjustments: 

(c) Full information as to the present development 
of co-operatives in different countries be made 
available through the permanent organization 
recommended in Resolution ll. 

the Social Value of Co-operation 

"The universality and persistence of co-operation 
throughout human history justifies the belief tHeo. 1G 
meets a definite need of man, not only in his reaction to 
his social and economic environment, but in a satisfaction 
of his psychological and spiritual nature. For it may be 
stated definitely that any ideal of peaceful, concordant, 
social development implies the means of co-operation - 
man cannot achieve the best that is in him except in 
relation to his fellows; he cannot Satisfy the require- 
ments of his nature except by social contacts. The good 
life is only to be achieved by men working together for 
the achievement of sharable ends, and agreeing to the 
individual pursuit of non-sharable ends that are not 
injurious to others. The best Society conceivable is 
one in which co-operation with this end in view is the 
most nearly perfect and complete. From the early days 
of the nineteenth century when Robert Owen, one of the 
founders of the movement, stressed the importance of 
creating and developing character so that the individ- 
uals might be fitted for the ideal social order, co- 
Operators have kept education and character-building 
in the forefront of their social program. The coe 


Operative institution was not only to be an instrument 
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for the economic betterment of the people but one to give 
training in citizenship and in the development of a sense 
of civic responsibility. The co-operative institutions 
which present this brief live up to this high purpose 

of the movement. They organize groups for educational 
and social purposes; they keep constantly before their 
members their individual responsibilities eke oper- 
ation of their co-operatives; they encourage their mem- 
Déers.ln every: way ito bake an interest in, the »ereat. prob- 
hems of -modern society and they emphasize the imperative 
necessity of developing the art of living together by 
activities within their local community. 

"Co-operation has thus a tremendous and unique 
eucaali value and swe. submit. that. df outevol Bhdecterripis 
conflict which is disrupting human relations all) over 
the world there is to emerge a social order or social 
orders in which men may peacefully organize their lives 
an such manner as to satisfy the human sense ior Justice, 
the governments of the nations should take deeply to 
heart the recommendations of the Hot Springs Conference 
and take such steps as may be necessary to remove 
obstacles to the development of co-operative institu- 
tions and give such encouragement to the co-operative 

“movement as will Strengthen: 15S. sconomio, | cliyicoand 
social value and sustain it as a practical means of 


enabling man to master the whole art of living together. 


summary 
"We submit that a- co-operative institution consists 
of a number of people who have joined together to pro- 


vide services for each other, that the interests of 


Seach in the institution are identical, that the function 
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of the institution is simply to co-ordinate the activities 
for the satisfaction of these interests and for the common 
good of the members. | We contend that the fact that ‘the co- 
ordinating function is performed by a special legal entity 
does not destroy the basis of mutualism upon which the 
members associate. We also contend that in the co- 
ordinating function, as by and for members, there is no 
external source of revenue for the co-operative; its 
transactions being by and for the members cannot logic- 
eL1y CYeays. a) Drorit, either for bisdir or for) its meme 
bers, for the transactions do not go vbeyond the mutual 
interest of the members. The co-operative institution, 
therefore, has no income in the economic sense; it has 
merely receipts which belong to its members and which 

may or may not ultimately be income to the members; but 

in any case are not income to itself. There is thus no 
assessment for income tax in a co-operative 


Organization as defined in this memorandum. 


The co-operative societies associated with this 
meer are: 
Manitoba Pool Hlevators 
Manitoba Co-operative Poultry Marketing Association Ltd. 
Manitoba Co-operative Dairies Ltd 
Manitoba Co-operative Livestock Producers Ltd. 


Manitoba Co-operative Wholesale Ltd.i 


The Commission thereupon adjourned to meet on 


eigedeay,uPebruary.6,/at 9.50 a.m. 
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Winnipeg, Manitoba 
Tuesday, 
February 6, 1940. 
The Commission met at 9.40 a.m,, Mr. Justice 


McDougall presiding. 


Examination of J. T. Hull, continued 
BY MR, PARKER: 

Q. There are one or two points in your brief to which ~ 
T would like to call your attention for a moment. In the 
middle of page three you are apparently summarizing the 
principles of the Rochdale societies and about the third 
or fourth line from the end of the paragraph you describe 
w > ...ehow they raised approximately $140 with which to 
start: how they laid down certain rules and regulations 
for the organization and conduct of the business, includ- 
ing the disposal of any surplus arising from the trading 
transactions." Did those societies carry on trading trans- 
actions? Ay, With their, members. 

Q. But they were trading transactions, as you under- 
stand? A. They used the phrase themselves, "trading 
transactions"; they used that language. 

Ow Tae. reason E.call 1b to your attention is that we 
have had some evidence as to what constitutes trading and 
trading transactions. As you understand it, those old 
pioneers in that business were carrying on trading trans- 


actions? A. That is the language they used; but TI 


would point out that in this cooperative movement we have 


run up against difficulties all the time because the co- 
operators themselves use the current commercial language, 
the same technology. 

Q@. To describe the same activities? A. Yo describe 


what they were doing. They used the word trading just as 
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they used the word profits. They used the word profits 
too. | 

Q. AS you understand it, those societies were carry- 
ing on what they called, and what you have called here, 
trading transactions? Oa Yea, 

Q@. Did those principles include the holding of de- 
ferred dividends for some five or six years, or was that 
Gonutrary bo) the pranciples; A. They withheld them at 
times in the process of the development of the cooperative 
movement in England. 

@. I am talking about the principles laid down orig- 
mally. A. There was nothing laid down in the princip- 
les about deferred dividends. 

Q. Was there anything involved in those principles 
in regard to the members carrying on manufacturing and 
processing in connection with their commodities, either 
as producers or as consumers? A. The pioneers them- 
gelves did step out into certain productive enterprises. 
They invested as a matter of fact in a corn mill and 
8 Ue F's igen 15: 9 

Q. How early after their formation? peek Gee SS Bs 
neighbourhood of eight years, if I remember rightly. 

Q. I want your understanding of the matter, as to 
whether that was one of the principles of those old 
societies, that they could carry on manufacturing and pro- 
cessing operations and call it all trade according to 
their principles. Is that the way you understand it? 
®..* Their ambition as a matter of fact was -- 

Q. I am not talking about their ambitions but about 
their principles. A. The principles they set up in- 
cluded, as a matter of fact, the principle that the 


whole organization of production and distribution should 
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be in the hands of the people themselves. 

Q. I am talking not about production and distribution 
but about manufacturing processes. Mot Would, catia thes 
production. 

THE CHAIRMAN: Do you regard the deferring of dividends 
as a departure from the original cooperative principles p4- 
the deferring of dividends for a period of several years? 

THE WITNESS: That is a departure, yes. Tins aveys= 
tem which has developed in the course of time, however, in 
the cooperative movement as a whole. 

THE CHAIRMAN: That would not have been accepted by 
the Be ondalle PLONeSSrs? 

THE WITNESS: I am afraid I cannot say what they 
would have accepted in that regard. 

BY MR. PARKER: 

Q. Will you turn to page eight of the brief. Look at 
the middle of the page. What is the source of the figures 
you give there in regard to the number of associations? 

A. That information was furnished me by the Registrar of 
Associations in Manitoba. 

Q. Under the Manitoba law all these associations are 
supposed to report annually? Ae “Yees 

Q. And these figures are taken from the registration? 
A. Yes. , 

Q. Not necessarily all active at the present time? 
ro (OD, yes; Ghose are reporting societies. 

@. These are the reporting societies? Sor ees 

Oe. Urpere ‘Lacy societies which have taken out char- 
ters and which may or may not now be in business? 
meet cones Link there’ are: any inactive societies in- 
cluded in these figures. 


Q. What makes you think so? What figures did you 
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askutor? A. The. figures for organizations at present - 
carrying on business. 

Q- That was the information you sought? AS eae 

Q- Following that, in the next paragraph you speak of 
uhe work they are doing including grocery and general 
stores and cooperative oil stations; and you say that the 
associations classified as miscellaneous provide various 
services: one manufactures leather goods, you say, and 
another operates two boarding houses for university stud- 
ents. Would you say that type of business came within the 
Rochdale principles? A. Whe manufacturing of Leather 
goods? 

ee Lea. Ae vO; yes. Any form of manufacturing 
can come within the Rochdale principles. 

Q- Manufacturing? .A. Yes. 

Q- On page nine you deal with the Manitoba legisla- 
tions? Pan Oh COS 

Q. As far back as 1916, the sections you quote there 
seem to be framed on the basis of these associations hav- 
ing profits. Is that the language the statute used? 

A. They usea the same language as was used by others. 

Q. If it was the language of the legislature, on 
what principle do you say that they did not mean profits 
and that they should not use the word profits? Is it a 
correct designation of the thing they were talking about? 
Bey It.is.aniincorrect designation. 

-Q. Why? A. Because of the contention made through- 
out that memorandum, that a cooperative society does not 
make profits. The only way you can make that clear, as a 
matter of fact, is to have a definition of profits. 

Q.- Apparently the kind of association which the 


legislature was authorizing to be set up -—- it would 
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appear at any rate that they thought so -- was saa o 
association that would-have profits. That is clear, is it 
not? Ao thank (hap ae -a matter of fact, throushour 
the whole of this cooperative movement, in the earliest 
days at any rate and even today, people have referred to 
the surplus of a OO nes SOCLetY dS 8 DPIGTLU.) (But, 26 
TS LNCOrTech. 

Oe OG” Pe agot Proper? Bek) Wee Lo Te One re Ga 

ie YOu ere Not GUuILTe answering my question. (1S in 
not apparent that in 1916, when the legislature was pro- 
widing for the sétting up of some type of association, 
they had in mind an association that would have profits? 
Ae J am not sure as a matter of Tact that I can answer 
that question without asking some members of the legis- 
lature what they had in their minds when they used the 
Mor uO Loa i iey are using that. word pMOrI ees shine we 
said, in the sense in which it has been used over and 
Over again by people in reference to this movement, 

Q@. All I was suggesting was this, that the explan- 
ation may be that the type of association which is. carrmy- 
ne On DUSINeSS Now.is not. the type of association’ wiaick 
toe tlecislature had in mind, by reason: of the’ tact; that 
they had in mind an association having profits, whereas 
you claim to have an association which has no profits. 

Do you agree with that? A. J-agree that the cooperat- 
ive.association has no profits. 

Q- Of course, if you desire not to answer my ques- 
tion that is satisfactory to me. PERE of 18 are asking me 
to tell you what was in the minds of legislators and [I 
do not know that. 

Q.- That is not what I asked you. However, if that 


is your understanding I will let it go at that. 
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THE CHAIRMAN: The witness will not have been the 
first person to stumble over that word. 
BY MR. ARNASON: 
4+ May I ask the witness a question. Mr. Hull, with 
reference to the word profits, about which we have heard a 
good deal in previous hearings, the suggestion was made 
hat in’ so far)ag a cooperative did business with non- 
members any earnings arising from such business with non- 
members might be regarded as profits in the true sense and 
Should therefore be Subject to taxation. would you care 
to indicate your views on that? A. I would agree with 
that -- that where a cooperative society doses business 
with non-members the income is delinitesy prorvtsy where 
it does business with non-members, if the society agrees 
tO return its surplus to all the people who do business 
with it regardless of whether they are members or not, 
Pooe Teuurn to the non-member might not be termed POLL: 

THe CHATRMAN: In regard to the reserves that are in- 

vested to produce income, would you eall that profit? 

TOE WLINBSS: Taxable profit, ves. 

Y Ma. ARNASON: 

J One more question, Mr. Hull. po you think that the 
position of the member who receives interest on his share 
capital is analogous to that of a bond holder who receives 
interest on his bonds, or do you think that it is anal- 
ogous to that of the shareholder in a joint stock company 
who receives dividends on his shares? Ae In the case of 
interest on capital in a cooperative Society, he is in the 
Same position as a bond holder, a man who has loaned his 
money for a purpose. He is not in the same position as 
the receiver of a dividend from a joint stock company's 
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Q- You would not think, then, that the interest re- 
ceived by a shareholder in a cooperative should be subject 


> 


to taxation in the hands of a cooperative, or would you 
think so? A. I would like to have that clearly defined. 
Do you mean by that, that if we have a corporation income 
tax the money which is to be paid out as interest on the 
capital should be taxed in the hands of the corporation? 

Q. ‘that what I am asking, yes. BS Saat beac s wh NL cee Op rs 
Vaxabhe as a malvervor Tact in the. hand's of "the aadividua L 
and not in the hands of the corporation. 

DO i eA en + 

Q.- One more question with regard to page nine. TI 
notice that in 1921 the legislation referred to was changed 
and the word profits was struck out and the word surplus 
substituted therefor. Do you know why that was done? 

A. I think that change was made in deference to the change 
in terminology which was being adopted by the cooperatives 
then. 

Q. -That'is what I wanted to bring to your attention. 
Do you know whether the cooperatives were active in pro-~ 
moting that change in the Act? Ae J think the legis- 
lature just took it from the general usage of the word. 

Q. But I am asking you if you know whether the 
associations asked for that amendment. Ae VERGE S 
Pemember Ghat Par backs’ T don't know,’ “["do mop \ohink) Ge 
associations themselves asked for that amendment but I 
would not like to be sure on that point. 

Qe) On page eleven you Lay down certain derinitiong, 
Are those your own or.are they taken from somewhere else? 
A. Those are my own. 

Q@. i refer particularly to the last three lines. 


(Ou teve tried to tell us what profit is. Tt is an 
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inducement held out for investment? AL Yee. 

Q. Then later on in your brief--I cannot point to the 
exact spot at the moment--you refer to these surpluses or 
reserves or what not as investments. Is there not an 
inducement held out for investment or profit in the set- 
up of these organizations? Is not that one of the induce- 
ments? A. The inducement of a cooperative society is 
saving. 

Ovewlee Oey anvestment? | -yleotNOpnsite 

0. ) Ab) any pOLnt? Aa Noteat any VOI au. tee 
genuine. cooperative society. 

Q. You say: “Profit is the inducement held out for 
investment; continued and expanding production, and with it 
all employment and wages within the profit system depend 
upon. eontinuing profits." Is it not. the cardinal principle 
of cooperatives, every one of them, to expand and take in 
different processes and increased services and all the 
rest of it? A. .To expand for the purpose. of e«ffeoting 
Saving, yeSe 

Q. To expand at any rate, to expand for. the, purpose 
of effecting saving, you say. Aw Tb) 18. Rob to jekpend 
simply for the sake of expanding. 

Owo Whats is it, for? A. ‘Por the purpose of effecting 
saving. That is the purpose in view. 

Q. What is the difference between saving and profit? 
A. Do you want to enter into a discussion of that? 

Q. It is not a question of discussion; the object is 
merely to have you explain the difference between Savings 
and profit. Aw A profit is the difference, between cost 
and income which an organization sets out definitely to 
acquire; that is, it sets out definitely to maintain a 


difference between cost and income. That is what constit- 
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utes profit. A cooperative sets out with the express pur- 
pose of eliminating if possible that difference between 
cost and income amd it is designed to give service at cost. 
dooperatives may differ in the method by which they en- 
deavour to give that service at cost, but that is their 
purpose. 

QO. In other words, is it fair’to put lt theeeway, 
What we have been calling surplus, or savings, or profits, 
whatever is the correct term, depends on the purpose which 
those who operate had in mind when they set out to acquire 
these things. Is that your argument: that the nature of 
the money involved-~-we will avoid the words savings and 
profits--depends entirely on the purpose which those who 
carry on business had in mind in acquiring that money, 
whether savings or surplus or what not. -Is that your pos- 
ition? Al Not’ in’acquiring them, ‘Only one *gustroecion 
sets out to acquire them, and that is the joint stock com- 
pany, private enterprise. The other institution does not 
ect Cub to acquire them. 

G, They Just cannot help acquiring then? As They 
do not acguire them. 

Q. Well, who does? A. They are not acquired) in 
a cooperative society. 

Q. Well, whose are they, those savings? They must 
belong to someone. They exist. Whose are they? 

A. They exist by reason of the particular method of 

doing business. That is to say, a cooperative society 
gets out by following the commercial practice of the com- 
munity in which it is constituted, by maintaining a mar- 
gin between the price which it charges and the cost. That 
margin is a safety device only. The cooperative was not 


established for the purpose of acquiring it, and it exists 
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simply.for the purpose of enabling. the cooperative to 
carry on its business in a sound and safe manner. At the 


period the, cooperative. checks tp onjywaatectehes 


eng. -O©.. the 
been doing and returns to the members what they have vaid 
in in excess of what was required to do the business. 

Q. We will agree with you.at the moment that they did 
Hol.set OulL-to acquire anything: but do they acquire any-— 
Dane,  Waethiey they latended Lo.Oon mot? Aw. i They. nave 
these receipts, in excess of doing business, which are con- 

ributions by the members for the purpose of enabling the 
eooperative to carry on.its business: safely, 

Q@- Now I want to ask you a question with reference to 
the third paragraph on page twelve. you are still speak- 
ing of the differences between joint stoek companies and 
She AaSsOGlations. You say: “A joint stock company is 
Oreaniz.ed LOCO, DUSINeSsS: with the eéeneral publica’ i) enh. 
that equally true of the cooperative association? 

Bier Orgy! Saale 

QO. . Take on ordinary procucenr .coopervatave woich Ls 
selling the farm products of the association. could they 
exist twenty-four hours if they did not do business with 
yc weonera lk. public? A... The cooperative, I would say i<=— 

Q. Answer that question, please. A. Oe eran 
peoncy Tor.phe distribution of the produce of vthertarm. 

OQ. DO vou think that 26 really en angwer io my. ques- 
tion? I would like you to answer my questions. 


A. But L want to have it clear in my mind what it is you 


QO. Lp the guesticn is not. olear, ask mer to eapeat 10. 
Look at your statement. You say: "A joint stock company 
is organized to do business with the general public." I 


agree with that; it is a perfectly proper statement; and 
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my question is, is it not equally true of a cooperative 
associaztion, particularly of a producer cooperative, that 
they intend to do business with the general public inas- 
much as they intend to sell the products of the members 

to the general public? Now, what is wrong with that prop- 
osition? .A. They do sell the members' produce to the 
Penerat public; Lhat is correct. 

Q- They could not exist without doing business with 
tie General public? A. Selling to the general public, 
ves. 

Q. Now come back to the original question. Is not the 
statement you make equally true concerning cooperatives as 
it is concerning joint stock companies? A. That they 
both do business’ with the general public? 
we OSs ie tess 

THE CHAIRMAN: Is it not your contention that they do 
business with their members only -- the cooperatives? 

THe WITNESS: Yess 

THE CHATRMAN: That is your contention? 

THE WITNESS: As a matter of fact, they are doing that 
business for their members -- either for or with their 
members. I have stated that they do business for or with 
their members. 

BY MR. PARKER: 

9. When they are selling produce to the general pub- 
lic they are not doing business with their members? 
A, for their members. 

Q@. Yes, but with whom? A. With the people wnioeaiy. 

Oo. “heat is, the-eeneral publi cy Ae Yeas 

Q. At the bottom of page twelve you say: "The pat- 
ronage dividend is, from an accounting standpoint,simply 
the final reckoning between the cooperative and the mem- 


ber." What do you mean by that phrase, "from an account- 
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ing standpoint"? You cannot change the nature of these 
things by any juggling of accounts, can you? You would 
not suggest that? A. No; I am not suggesting anything 
of the sort. 

GQ. Ins” patronage dividend is what it is irrespective 


of any set-up in accounting. You agree with that? 


Ae Ue ere Gs WC ar. 


OU Vota oot won sage) ee is the process of complet- 
ing the business transactions over a given period and is 
not the distribution of a corporate income." JI do not know 
just- what that means. You started talking about net sur- 
plus and in that same Dereseraph you saywew nie Profits et a 
joint stock company are divided among the shareholders on a 
shareholding basis. The net surplus of a cooperative is 
divisible among the members in proportion to the amount 
each has contributed to the business of the society. The 
two methods of dividing are of the same kind. Isn't that 
so? One is according to the number of dollars and the 
other according to the number of members. IS not that 
Piewouly ait Lerenc se? A. They are not the same kind of 
Coin, 110% 

Q. On page 13 we have an interesting table to which 
G wish to tall your attention. in parallel columns you 
have analysed what you take to be,if not ath, Ge any race 
the important characteristics of the joint stock corpor- 
ation end the cooperative association respectively. you 
have set them side by side, I take it, for the purpose of 
bringing out the differences as you see them? As) Rie 
is the idea. 

Q. Let us look at No. & in the case of the joint 
stock corporation you say: *Shareholding is anonymous, 


that is, shares are freely transferable and may be held 
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by anyone."* As against that you say, referring to the co- 
operative: "Shares are identified by persons; the share- 
holder must be admitted to membership or transfers must 

be approved by the board of directors." You are reason- 
ably familiar with the set-up of ordinary joint stock 
companies? Aw Yess 

Q. Is it not just as true, with respect to joint 
stock companies as with respect to cooperatives, that 
Shares are"*identified by persons"? -- if I understand what 
you: mean, A. The ordinary joint stock company? 

Q@. Yes. By would sayy no. TT  WwoU te av eiy on 
rach 16° is possibile for shares to be held an joint stock 
corporations where @ person is not known; thelowner 1s/10t 
known, and even his location is unknown. 

Q. By whom? A. By anyone who wants to know outside 
Doe corporation itself; and..é6ven within the; corpor rio) 1 
self it is sometimes not known. 

ox There may be stupid corporations, careless ones: 
but as a rule arentt the shareholders known by the proper 


Oreo ls? A» The ownership in a Joint Steck oer por- 


QO. if am not talking about ownership. “Tivyousro 10. 
care to talk about the same thing that I want to talk 
about, well and good; we wontt waste time over it. But I 
wish you would talk about the same thing that I am dis- 
cussing. AL ALL right, i 

Q. Well, you make the statement in reference to co- 
operatives that the shares are identified by persons. [ 
do not know what that means. Will you tell me? What do 
you mean when you say that shares are identified by per- 
sons? A. A. person in a cooperative society must be a 


member, a registered member of the socicsty. 
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Q. Must not the shareholder in a joint stock corpor- 
ation be identified just as much as the other? Ls) ISD 
necessarily. 

Q. The shareholder in a joint stock company mst be 
admitted to membership. Can he become a shareholder in 
any other way? &. It he holds shares of the concem is 
may do what he likes with them. 

Q@.- iI am not talking about that but about the manner 
in which he gets in. You say that the shareholder in your 
case must be admitted to membership. Is it not equally 
true in the other case? A. But you do know who is hold- 
ing the share. 

Q. F am talking about how he gets in; he must be 
admitted in either case? Aw) .eos | 
Qe here 18 no distinction there. Mustwnhe 100 be 
approved in each case by the board of directors? 
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bia as reeards NO, 2, there 1s) nopdas femenca 
at all except in someone's imagination. Let us go on to 
‘tomas ie A. The statement there is based on an analysis 
of corporations in the United States by Mears -- T have 
forgotten the heme == Of  thewmodern .corvorataom, 

we Jem talking avout. No. 3. Ae iT, a tererriine 2a 
statement Noe &, which you say is incorrect. 

Q@. TL have finished with that and IT am now asking you 
|B GUeStion with reference to No.» 3. If you don't want to 


Beyewer 10, say so. Are you prepared to. talk about Ne soe 


Oo. Wem say, in reference tO the corporation ner 25 
"is limited (as a general proposition) in the number of 
persons owning the business; that is, the shares are lim- 


ited in number. You know very well that the shares in 
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the ordinary joint stock company, the nunbey of the shares, 
can be increased as and when they see fit? . A. Yes. 

Q@. With the aid of proper resolutions, the aig’ or the 
SOurGSs;, Sno-so On. You Kkuow tat Ao See 

Q. And you know that the shares in a cooperative can 
be increased just as often as gomeone comes along and 
wants to get in? Rie, YORs 

Q. Then what is the fundamental difference? Both 
hare as many shareholders as they want. A. The shares in 
a joint stock company are Limited for the express purpose 
Oe Goines Scarcity ve ive. 

oP TOW. DO 1G. A. The smaller the number of 
people in any concern the more profit they get. 

6. “L'am°speaking of “Na. 6.’ In ‘the "case of tbe 2c00- 
poration you say: “Surplus earnings, that is, profits, 


are the property of the corporation.” As against that, in 


the case of the cooperative, you say: "Surplus belongs to 
the members, that is, the customers." Are members and cus- 


tomers the same thing in a cooperative? A: OG bet eind 
of cooperative I am talking. about. 

Q. ‘But there are a great many cooperatives in which 
what 16 not go? A. Are you referring to cooperatives? 

Q. I am asking you about No. 6. In the case er (the 
cooperative, you say, “surplus belongs to the members, 
that is, the customers." JI am asking you now if the mem- 
bers of a cooperative and the customers are always the 
same thing? A. Yes, members and customers. 

Q. They are always the same? A. Yes. 

Q. But you are overlooking the fact that a cooper- 
ative may do business with non-members. Ac, "Perdon its. 


rm) 


In the case of a cooperative, a producer's organization 


that is selling, the customers are still members. They 
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are doing that business for the members and they are the 
customers. 

Q.. Suppose there 1S a consumer cooperative downtown 
and I go to buy a package of tobacco. TI have never been 
thers before and I haven't the slightest desire to become 
a member, but I go and buy tobacco. Do T become a member? 
A. No. 

Q. But IT am a customer? Al): That: Ds correcey 

Q- Then a customer and a member are not necessarily 


the same? A. In the kind of cooperative T am talking 


ar) 


abouvt,in this. brief. Li stated ,distinetlyiiiwas) talking 
about cooperatives which do business with their members 
only. 

Q- Give me aisample of a cooperative.thas does busin- 
ess With, 1ts members only. Name me one DEA Gu tean; 
A. There are numberless cooperatives--you can find them 
scattered throughout the country--which do business with 
their members only. 

@- I ask you to identify one so that we can see 
Whether it measures up to your qualifications. Name one. 
ee dontt know One's 


BY MR. ARNASON; 


Qe Would you not say a credit union was a sample of that? 


Poe 2 Was. not..thanking about. credit: unions. 
BY Mk. PARKER: 

Oe. WAS not either, Now let ws takewNc, Vay Beene 
the corporation you say: "Business is done for the express 
purpose of realizing the trading profit which becomes the 
property of the corporation. And in the case of ‘the *ao- 
Operative you say: ‘The business is organized and con- 
ducted as a mutual service for the benefit of the members 


and not for the benefit of the cooperative as a legal 
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sntity." There is a legal entity, is there not? Dea YSs. 

oO, Whe; me put 1h this way. 1s it, nos true Ghae C= 
operatives could not function, could not exist, were it not 
Por the fact that they are legal entities, corporate bodies? 
A. Pardon me. There are cooperative societies which are 
not incorporated bodies. The cooperatives of Denmark are 
not incorporated bodies. 

Q. I am talking about those in Manitoba. Aes WS 
could have an unincorporated cooperative society in this 
country if the cooperatives chose to do Lt 1b, that  Waya 

Q. Put it this way, then. Having chosen.to do it es 
the way in which they have done, they have chosen to become 
incorporated, and that is the foundation stoner ol piel ex- 
istence -- their charter of incorporation? Ae AO es Nae 
would qualify that. The foundation of their, existence, as 
Pluattier Of faet, is) thelr desire, and) the Wit OL gas.) mem: 
bers, the people who may become associated in that cooper- 
ative. 

Bye MR, EGLLODT: 

Q. It has been argued before us, Mr. Hull, bhagy tne re 
are no differences between a cooperative and a joint stock 
company; or, alternatively, that if there ars differences 
those differences are not such as would affect the ability 
of the two types of concerns to pay FLARES «(. (YOU avs 
pointed out a number of differences between the joint 
stock corporation and the cooperative. How do you consider 
that those differences affect the ability of the two types 
of concern to pay taxes? What is the Significance of those 
differences in determining whether the cooperative as com- 
pared with the joint stock corporation should or should 
not pay taxes? I am asking what you consider to be the 


Significance of those differences in relation to the 
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problem Of taxation. A. May I answer that question in 
my own way? 

ie PIE t we bie way] Went qrou “to ensewerrie . he AS 
I have pointed out in this brief, what constitutes a profit 
is the difference between cost and selling price, and in the 
capitalist system these organizations are formed for the ex- 
press purpose of acquiring and securing that difference; in 
oiehe x words, the purpose is to maintain the difference for 
the benefit of the shareholders of the organization. I 
have tried to show in this memorandum that that is not the 
purpose of the cooperative institution, that the intention 
of the cooperative is, as a matter of fact, to do away 
with that difference between cost and selling price -- in 
fact, to do away with profit altogether. consequently, to 
the extent that the cooperatives succeed in doing away 
with profit they do away with that which is being taxed. 
There is no basis for the assessment of income tax on a 
cooperative if it has no incomes and, in, potmirof) fact, it 
has not. Now you may ask me this question: But what if 
it did have an income of its own? In that case my answer 
would be that the legislature itself, Parliament, ought 
tO decide whether in that event it was taxable or not. Tn 
that regard account must be taken of the purpose, the 
intention of a cooperative. Have you in mind, for example, 
the social value of the institution as set out, let us 
Pay, in the Bot Springs food conference declaration? 
That is up to the legislature. JI have not attempted in 
this brief to defend any income of a cooperative which 
is definitely the property of the cooperative. That is 
a matter for the legislature to decide and for this com- 
mission to make recommendations upon as it deems fit. 


Q@- So that the significance to you of these 
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ditfierences 1s this, that the codperative can and doss 
operate differently from a joint stock company because 
its purpose is different from that of the Joint stock com- 
pany? Ae Se LS, COLrresl . 

BY MR. PARKER: 

je LSD te call your sttention to one more item in 
Poise enumeTation of differences. Look at Now oe eke orre 
oie bo one jOInb BLOCK company you say!) |) iihe [ome voc 
company does business in a general way with the public; 
the buyers and the sellers (the parties to the business 
transactions} are distinct and different,.tt J agree with 
onat. The other, that is, to say, the, cooperatives 18 
organized to do business with its members; buyers and 
Sellers constitute one body and are identical.” Now 
fiat Ve 4ush nov so when you stop to thinkwOhMeiey sane ie 
Po all that is Wrone with it. As In’ the case of) tne 
producer society which is selling the goods of its members; 
correct. 

Oy Sno se. Eh not equally true in the case of the con- 
sumer for the reason that, before it can sell Vo ite men- 
bers, it has to go to the public and purchase? pees IN 
has to purchase, 

@.' Is it not therefore equally true wlth the comsun- 
ers as with the producers? A. But an the case ce tie 
cooperative, onge the goods are acquired -- 

Q. He has to buy them before he can sell them to the 
members, has he not? The goods do not simply rain down 
on him for nothing? Ay The cooperative is Torned for 
the purpose of giving services or obtaining goods for 
tts members. It is not formed for ths purpose of doing 
business with the general public. 


mo 


®@. It is formed for the purpose of getting goods for 
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the members, but it has to go to the public to buy those 
goods? A. Lt has to-go where Lt can get the gooda. 

Os And buy then? Ae LOS: 

Gs. van Che charter of practically every associacion 
with which you are familiar in this province, in addition 
to having the power granted by the legislature to supply 
services, and all that sort of thing, they have the ex- 
press power to buy and sell, That is set.out an the teg- 
islation and in the memorandum of every association 
incorporated under the Act. Why has such’ care Deen, taken 
to give these associations the power to buy and sell, as 
well as all the other powers that have been granted. then, 
if it was never intended that they should use any of 
then? That may be a difficult question for you to) ahe- 
wer and if you prefer not to answer it I will not press 
at. A. Do we not. come back to the questi Gm ae, Go wna 
the purpose of the organization is? 

MR. PARKER: That 1s) all = Have to ask. 

BY MR. THORVALDSON: 

Saf have heard your brief as read by Mr. Ransom and 
there was no reference in it to the tax problem. Have 
you given consideration to the problem of where the re- 
quired taxes will come from with an increase in the vol- 
ume of trade done by cooperatives? Ae Yesr Sater on. 
yes. I have thought about that quite often. J am of’ 
the opinion that the taxes will come from the selfsame 
source from which they come at the present day. That is 
to’ say, taxes will originate in the energy, the ability, 
Ene labour and the skill of the people Of Cauaaa,)) Aas 
taxes arise out of the business of the people themselves, 
out of their labour, their work, their organization and 


so on, and that source of taxation would remain even if 


om Oo: ee ay 


TA! ae 


Teak: 


rhe si ae i at. on i; ; 
’ nese ue ; ti iby 
teat: ad oak tk 


ee 0s me at 


Rae WE 
y ee aie 


A wamreiey | te 
ie a et 


he a swag: ee 


seis ; 


-~1890- Mr. Hull 


all the business in the country were done by cooperative 
societies. 

Oy A tite sohebe Ms correct enswer Mow Trani 
ask you this’ question: If all the business of the ‘country 
were done by cooperative societies would you still affirm 
that the cooperative societies should remain untaxed? 

Ay ‘That seve Question indeed.) T icannot lock wma ince 
Ghose future as to envisage a situation in: whieh all business 
is done by cooperatives. But the question as to how the 
taxes of the country will be raised will be a@ matter for 
tne P2Overnment (Of the bime, and I do notisee wow janyone 

can sit down today and say how taxes will be raised then. 

I do not know. 

Q@. Would you agree with me that it is reasonable to 
expect that-if the business of the country should ail be 
done by coopératives there would have to be some system 
of taxation of or through the cooperatives? | Awe OF TOO 
not even agree with that. I donot know. 

QO. LIneycur i briel youcrefersto the) trading wprori ve or 
the consumer’ cooperative; that is, you refer to the vsav- 
ings of the members of the consumer cooperative not being 
taxable. Do you remember that? A Lee. 

Os YOu BFTimm that to'bse the :case? A. You mean the 
patronage dividend received? 

Qs. You say that ino the case of the consumer cooperative 
the saving effected, that is the patronage dividend receiv- 
ed by the member of the consumer cooperative, is not tax- 
able in the hands of the consumer. J mean, you maintain 
that? A. No, pardon me;oT don't), thinks. meintain snab. 
What I do gay is that the patronage dividend in the hands 
of the recipient may or may not be taxable. If it is 


being used by him for the acquisition of income it may be 
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taxable. 

Q- That is the point. You maintain that in one case 
it is not taxable, but obviously the patronage dividend re- 
ceived by the individual from the producer SoOperative (is 
taxable because it enters into the producerts trading 
account. Isntt that right? fa «Vea 

Q- That being so, is it not a fact that when you come 
to the exemption of the dividend paid to the member of a 
consumer cooperative that must have the effect of increas- 
ing the tax paid by the producer who is essentially, in 
this country, the farmer? Isn't that correct? In other 
words, there is a shifting of the tax burden from the con- 
sumer on to the producer, who is the farmer. Will you 
answer that question, please? A. IT dontergulte get. the 
question. How does it start out again? 

we) POUMEaINtarh that the id vidend paid to the member 
of the consumer cooperative is not taxable. T mean, that 
is the theory that I have been listening to for a long 
time. I think it is the cooperative theory, beeause you 
ade PRAEe to DS Savy ene 26 Wom Te As “Provided 
it ig not being used by him for the acquisition of income , 
VES’. 

Q- You maintain that the consumer patronage dividend 
fe not taxabis; ‘do you not? Ay “Yos. 

Q- Will you also admit that the patronage dividend 
received from the producer cooperative, being an increase 
in that person's income, is taxable? A. Aredwetion of 
his expenses. 

a> Wolly a reduction of his expenses.” Travia: car 
able? Pie LOS. 

Q.- Therefore when you have one section of the commuin- 


ity, namely the consumers, not paying taxes will not that 
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have the effect of increasing the taxes that must be paid 
by the producer? eran s get that question at all. 
If we have a set of people, consumers, who are not paying 
taxes? Is that what you are asking? 
a Lee A. But they are paying taxes. 
Q- But not on that particular trading? A. Probably 
they have already paid taxes out of their income, mThis is 
not an addition to their income, 
Q- But it is true. that they are not paying taxes on 
Moac pertioutar trading, is it not? Aa DGG? 0 2et vii, 
Whe point Of the question appears to me to be this. vou 
are assuming there, are you not, that everybody ought to 
go and buy his goods, household or whatever it. may be, 
from an organization which is making a profit that can be 
taxed? 
Qs J 8 Not. assuming anything « As UF you ane nop 
assuming that, how can you make out that a man who gets 
his goods at cost should be taxed because he has got them 
that way? } 
Q- You are familiar with the Rochdale principles. 
Is it a Rochdale principle, or is it in accordance with the 
Pocmcaile principles, for a cooperative to pass a resolution 
of its directors making everyone who deals with the cooper- 
ative a member automatically? Is that a sound pochdale 
principle? Oo. 8h CONT phi aoe 
as The woason J ask the. qwestion ts thiea.) Von ted. 
this reply to Mr. Parker a little while ago in respect of 
trading with the general public, that the cooperative is 
not formed for the purpose of doing business with the 
@eneral public. You made that statement? hu Yeu. 

Q@- That is true. The cooperative is not meant for 


the purpose of doing business with the general public. 
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That 1s Fight? Ae 1355 

PO. THe when you have & Situation such as this, where 
a cooperative passes a resolution of the board of directors 
making anyone who trades with it, namely anyone who ships 
cream to 20, let us say, aulomatically a member 25° Ghat) on 
accordance with cooperative principles? A. Do they nov 
as a2 general rule insist that there be an application tor 
membership Signed? 

QO. Wo, just exactly as I put it tovyouws, We Ley mera 
Meatuer of any application but Simply*a resolution of. tie 
poard OL GirTrectors Saying, in’ eifect, “it you ship reap 
to us, the Northern Alberta Dairy Pool, you are automatic- 
ally a member of the Northern Alberta Dairy Pool." 

a, wnat 1S when 4..man ships cream ib makes hima member 
Or the association? 
THE CHATRMAN: An associate member. 
BY MR. THORVALDSON: 

O. Hewis made san associate member. Is that a sound 
Poca. © principle? A. If that man knows 1% to be cer- 
tain thatiche becomes a member of the organization, I do 
not ses anything wrong with it, although I would like a 
better system than that for getting members just the same. 
Peocwno b Say 1b 1s.<wrong. 

WR. SGARTH:. The question 18 hard liv Dae, toeic. Wuls. 
We have a statute in which that very point is set out. 

He ships and there is a surplus and it is credited to him 
and he becomes a member. If the assumption is correct 
that he knows the law, when he ships he knows what the 
natural effect of his shipping is. 

THE CHAIRMAN: The difficulty we have had elsewhere 
is, does he know? 


MR. SCARTH: In fact? 
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THE CHATRMAN: Yes. Does the customer who ships know 
at that moment that he is becoming a member? 
MR. SCARTH: Even though our statute so provides? 

THE CHATRMAN: Yes. I assume we are supposed to know 
the statutes. 

Mn+ SOskin heel t is our statune. 


Tit CHATRMAN: That concluded the case, 


MR. PARKER: The next brief comes from Manitoba Co- 
perative Wholesale Limited and affiliated Voeal associa- 
tions and will be presented by Mr. E. B. Chown. 
E. B. CHOWN 
Manager, 
Manitoba Co-operative Wholesale Limited, 


having been duly sworn 
testified as follows: 


Cae ee et {RN | SEES NER RATT ER ERR EN eg MEN 1 RRR 


BY MR. PARKER: 

U2 (What is your position? A. Menager, 

Q. How long have you been Manager? A. Since the 
Sprime of LO41, 

@. What:were you engaged in prior tot hat? 
&. I was Manager of Manitoba Honey Producers. 

Q.- How long have you been associated in all with co- 
operative associations? A.) ‘Since the spring ore 19390- 

Q:.,Prior to that, what was your occupation? 
A. I was with an oil company before that. 

Q- By whom was this brief prepared? A. By myself, 
but I was assisted by others. 

Q. Who? A. ‘The solicitor and directors end quan 
accountant. 

Q- That is, the Directors of Manitoba Co-operative 
Wholesale? A« Yes. 


Q.- How many are there? A. Seven. 


eae 


its oye: ecmaioe lil FOR 


OCP G sy seine Oot 
af ur 4 of 7 = 
a 


SS ae Eriet . 
« a 


+4 » 
wa 2 
: isn 


aye 
a 


i ou Ge 0: “SMe: 
tA ine . 


dpe hese onal a iin 


704) 


aims 
‘ Be) 


a 


Brey 9.) = ~1895- | Mr. Chown 


Q. How many members has the Wholesale” A. We have 
no direct members; it is member associations. 

O; “Your members, are locals? Asa Ce, 

Q. How many? AS GAdout, minesy\. 

Q. How many of those locals were consulted as to the 
stand which you would take and the type of brief that would 
be submitted? A. In the short time we had we could not 
actually consult anyone. 

0.) Temeréely want to find out with what voice you 
speak. You are speaking; as 10 were, with the woice. of 
your directors, the solicitor and the accountant? Aw NOS. 

fs There was no time to call in everybody? 
iw  Bxactly. 

Oa” fod “baie: brief has tne approval of the directors? 
Meu! LoS e 

Q. If there are any parts that you think you can omit 
without reading, without impairing the value of tne Dried, 
you may omit them. A. It-was my intention to read, the 


mine pages of the brief itself. It will not take long. 


ee0nee 


“Oricin, Development and Operation of 
S b] AS 


Consumer Oooperation in Manitoba 

"The following material is presented on behalf of some 
ninety consumer cooperative associations in Manitoba, and 
their central organization, Manitoba Co-operative wholesale 


Pm bed. 


1. Origin and History of Consumer 
Cooperation in Manitoba 


"The first evidence of combined buying efforts by the 
farmers of Manitoba came shortly after the turn of this 
century. With the object of trying to reduce the costs of 


the products they had to buy, the farmers in many districts 


clubbed together to buy goods in large quantities. “fhe 
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items handled were mostly flour, sugar, apples, twine and 
coal. The business wes handled very informally with one 
member of the community volunteering to collect the money 
and the farmers picking up the goods directly from the 
frejent cars. 

"Such activities clearly demonstrated to the farmers 
that they could reduce their living costs and cost of oper- 
ating their farms by pooling their buying power with their 


neighbours. Furthermore, they discovered that the differ- 


ence in price was far greater than could be. reasonably 
justatted between the cost of handling in carioad Lote ae 
against retail prices charged in their neighbourhood, 

"Feeling the need of a more permanent organization 
than the informal buying clubs, the farmers became inter- 
ested in the cooperative approach and during the early 
twenties the first consumer cooperatives appeared in Man- 
itoba. 

"At about the same time largescale tractor farming 
caused the farmers to become very interested in the costs 
of tractor fuels and motor oils. While carrying on the 
POormier activities of the buying clubs, these new cooperat- 
ives mainly concerned themselves with the distribution of 
Do uroleum. Tn order to provide the necessary tanks, 
equipment, barrels, etc., the farmers. invested their 
funds in these cooperatives, which quickly demonstrated 
the soundness of the idea by retuming substantial sav- 
anes. By 1927 there were about five or six such’ petrol- 
eum cooperatives in the province. 

Toe caverest of Che. Tarmers. bough we pooneuent Tee 


and in their older buying clubs brought about the feel- 
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that something should be done to organize and con- 


SOlidate the work. Furthermore, many buying clubs were 
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having difficulty in securing proper merchandise at reas- 
onable prices. As a result a motion was passed at the 
Annual Meeting of 'United Parmers of Manitobat in DOE? 4g 
recommending that a central Go-operative wholesale should 
be set up to supply the needs and to coordinate the work 
of the cooperatives and the buying clubs. 

"Manitoba Co-aperative Wholesale Limited was formed 
in 1927 and within a very few years, most of the old buy- 
ing clubs became incorporated as local cooperative 
associations. These new cooperatives were able to raise 
sufficient share capital for entrance into the petroleum 
distribution field. Some of them were able to Spare some 

capital to assist the Wholesale, which henceforward acted 
as a purchasing agent for the various cooperatives. 

"it is perhaps interesting to note at this point 

that each local association is a Separately incorporated 
body and operates independently of the Wholesale. 
Although the local associations own and control the Whole- 
Sale, they are under no obligation to DILLY any. OR ald ox 
their goods from their own wholesale. To this day, some 
member ele ee purchase goods from other sources, 
that could be supplied by their own wholesale. 

"Throughout the thirties the number of local associa- 
Slons gradually grew, although, due to depressed. agricul 
tural prices, it was very difficult to raise the required 
capital ee The number of local associations) dis. 
tributing petroleum products reached about forty in 1940, 
when the regulations of the Oil Gontroller prohibited the 
Opening of new gasoline distribution points. 

"Almost without: exception, these local associations 
have returned very worthwhile savings to the LArMers , nob 


Only with regard to tractor fuels, their basic commodity, 
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but also on such other products as coal, twine, fertilizer, 
tires, batteries, etc. 

"More recently the farmers interest has turned to the 
general store field. Some stores had been commenced many 
Joorevage, DUG, Tor “the most part, had died o8f, Around 
1937 many districts with successful oil cooperatives felt 
convinced that there should be a cooperative approach to 
the problem of distributing groceries, dry goods and 
hardware. This interest has spread quite rapidly and to- 
aay there are about forty-five cooperative general stores 
in Manitoba. 

"The development and progress of Manitoba co-operative 
Wholesale Limited very closely parallels that of the 
local member associations. When it was first FocMed yhoute 
Wholesale was mainly concerned with securing supplies of 
petroleum products, twine and coal. In the case of 
petroleum, the Wholesale was able to develop new sources 
of supply and to buy better quality products at a lower 
price. In the case of coal, it was found that many coal 
suppliers who had refused to sell to local associations, 
psadly did busBiness through the wholesale, Im’ the cage 
of twine, the combined buying power of the yearly CO- 
Operatives and buying clubs, was sufficient to gain a 
substantial price reduction. As time went on, the 

Wholesale was able to supply the locals with more lines 
of goods and effect savings on their behalf. Most manu- 
facturers, after a time, seemed pleased to recognize the 
cooperative wholesale as a legitimate distributor that 
Should enjoy the same prices as extended to other whole- 
Salers. The Wholesale does not handle dry goods or 
eroceries in spite of the fact that the newer store to- 


Operatives are mainly concerned with the distribution 
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of these lines. ‘The passing of the savings back to Lhe 
member associations, by the Wholesale, allowed Manitoba 
farmers to enjoy still greater cooperative benefits. At 
all times the Wholesale has endeavoured to serve only its 
affiliated locals. An example of this is the fact that 

in 1944 less than one-quarter of one per cent of the total 
sales were made to non-members. 

"Besides such commercial activities the Wholesale has 
assisted the local cooperative associations in many other 
ways. Gince its inception the Wholesale has always main- 
tained a competent field organization which helps new 
groups to organize and assists the local boards and 
managers in developing sound operating techniques. 

he Local associations have invariably shown gains 
in both membership and sales throughout good years and 
bad. At the present time it is estimated that about 
twenty thousand farmers and their families look to Goons 
gumer cooperatives for supplies of some type. There: 1s 
no guestion that the savings effected by their cooperat- 
ive efforts have greatly assisted all these people, par- 
ticularly when the farmers! margins between operating 
costs and returns for agricultural produce have been 


very limited over the past years. 


2. Incorporation and Capital stock Structure 

(a) Local Associations 

"Up to 1932 the local associations obtained their 
charters under The Co-operative Associations Act (1925). 
After that date charters were taken out according to the 
orovigsions of Part VI, The Companies Act (1952). 

"Most local associations have authorized capital 


stock of from $10,000 to $50,000 and paid-up capital stock 
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ranging Drom $3,000 to $15,000. 

"Practically all loecgl associations use the model 
by-laws prepared by the Registrar of cooperatives, copy 
Of which is appended hereto marked ‘A’, 

"From these by-laws it will be noted that the affairs 
of the associations are controlled by 4 boa of direct- 
ors which is elected annually from the membership on the 
Paows OL One member -— one: vous'. 

"The by-laws also contain provisions for the’ payment 
Or interest on Share capital. Up until 1940 /a0iwes Usual 
for such interest rate to be from 3 per cent to 9 per cent 
DUG alter 10405 extcept Tor one" or"two Ts0laved aie ven Ges, 
eli Local sesociations have -discontinued intereat pay-— 
ments on capital. 

(b) Manitoba Co-operative Wholesale Limited 

"This company was inGorporatved on NOVemper yi?) ivars 
With authorized capital of $100,000 of which there was 
paid up as at December 31, 1943, the sum of $55,370. 

"A copy of the Memorandum of Association of the 
Wholesale is attached herewith and marked "Bt. We quote 
below Irom said memorandum, paragraph (a) elause 4; 

‘the objects for which this association 18 to be 

Lormed ares 

(a) to serve as purchasing agent on a non-profit 
basis for the cooperative purchasing associations 
operating on a non-profit basis and incorporated 
under "The Go-operative Associations Act®™ and for 

the members of such associations.! 

ts copy of the by-laws of Manitoba Co-operative whole- 
Sale Limited is attached herewith and marked 'C!. 

"The operations of the Wholesale are controlled by a 


board of seven d 


fue 


rectors elected from the general member- 
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Ship of the locals at the annual meeting. Bach member 
Locust essociabilon, irrespective of siae, is-envitied to 
one voting delegate at that meeting. By this means the 
local associations are able to effectively control the 
operations and policy of the Wholesale. 

"The by-laws of the Wholesale provide for the payment 
OL i mvereass on capital, Prom 1931 tO: LUGO.) Oo Per wenn 
was paid and the rate was then reduced to 3 per cent and 
in 1940 the payment of interest on capital stock was en- 


tirely discontinued. 


3. Method of Operation and Distribution of surplus 
(a) Local associations 
WALL Local. associations, sell. their merchandise at. vine 
recular retail prices established in. their community. 
Male pDOLicy is maintained except, in cases where said 
DuLces are Weemed exorbitant, wien the local associations 
may Sou 2 lower price. «The local, associations” puiy Woe ie 
Polos 20 Wha 1a isenerally called the ‘tdeglorwweice. 
"mOnce @ year a complete financial reporl 13 presented 
to the members at the annual meeting and the surplus on 
Doe year's operations is handled in accordance with Ghe 
following provisions of the by-laws: 
‘t4 She surplus. funds arising Irom the Vusiness oa 
association after proper provision for depreciation 
Shall be disposed of by ‘they Doard Of ugirestors ned 
follows: 
(a) By setting aside not less than 10 per cent of 
Said surpluses. as a reserve Tund until the reserve 
fund is equal to 30 per cent of the paid up capital 
of the association. 
(b) By paying interest at ---- per cent per annum 


on the paid up capital of the association, 
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'(c) By dividing the remainder amongst the members 
in proportion to the vclume of business which they 
have done through the association.' 

WAS HeMOLOn SE OPeTLOnely, most associations have dis- 
continued the practice of paying interest as provided in 
clause (b) above. Likewise, many have discontinued the 
practice of setting up a statutory reserve. It is stand- 
ard practice that every cent of the surplus must be clear- 
ly disposed of in accordance with the above by-law. 

mThne majority of associations find. that. their working 
capital requirements make it difficult to pay out immed- 
tascig. these ~unds and as a,result they Daye, adonved: 2 
scheme known as the, Revolving Surplus Plan. » Rach, member 
oePecCvEsed in Writing of fits share of each yearte surpius. 
At the annual meeting of the association, the shareholders 
decide on the amount of dividends that can be retired in 
Sosh,, Clways followine -the practice: of, rebiging, an wut 
those dividends that have been longest outstanding. 
Besides protecting the interests of.sach member in each 
(ac, the plen. hag. the very desirable feature. ol varying 
pre amvesument of each, member, over and abovenmis capigal 
Stock, in accordance with his use of the assochation's 
FeciliGle s. 

tNaturally, the number of years' dividends outstand- 
ime varies, wich the. financial requirements: of each 
association, being all the way from one year up to seven 
years, with the average being about two to three years. 

EPO idlustrate the operation of the Pevolving Sur- 
Plus Phan and the completes disbursement of. all oooperat- 
ive savings by the local association, the operating state- 
ments of a typical association, namely Minto United Farm- 


ers Co-operative Association Limited, have been summarized 
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Since ité Encepuir0on in LIZS"“until L045. “A copy of unis 
summary will be filed with the Commission and marked 'H'. 
Appended herewith is the balance sheet of Minto United 
Farmers Co-operative Association Limited 4s at November 


OU, 20, Marked ’"G, 


(b) Manitoba Co-operative wholesale Limited 

"The Wholesale sells goods to the local associations 
av, tne regular déaler price. or at. the same price as itimecs 
associations could buy from other wholesalers. The qo- 
operative Wholesale purchases such goods from manufactur- 
Cre ou What es uermed ‘the’ | jobber’ “or"distributor price, 
The margin between the two price structures allows the 
Wholesale to pay its operating expenses and have a surplus 
mert Over. 

mos plan used ‘by Lhe Wholesale with vecari io dae 
tribution of surplus is identical to the practice followed 
by the local associations. The Wholesale has not paid 
interest on capital stock since 1940 and has made no 
further additions to statutory reserve since that year, 
Hence the entire amount of the surplus in each year is 
Sr.o0aled TO each member association in ,roportion to wie 
purchases. 

"The additional working capital requirements of the 
Wholesale are secured mostly through the operations of 
the Wholesalets Revolving Surplus Plan. In the same man- 
ner as local associations, the delegates at the Wholesale 
annual meeting decide each year how much of the oldest 
dividends should be retired. 

"At the last annual meeting of the association held 
in 1944, the delegates authorized the payment of the bal- 


ance of the 1941 dividends, which left only two years! 
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dividends outstanding, namely, 1942 and 1943. The whole- 
Sale carefully advises each association in writing of the 
amount of such dividends it has earned in each year. 

"The principle of operating on a non-profit basis and 
returning all the savings to the member associations is 
well illustrated in the composite statement of the whole- 
sale's operations, which is appended hereto, marked 'G'. 
Algo attached is the balance sheet of Manitoba Co-operative 


Wholesale Limited as at December 31, 1943 and marked 'tH'. 


@. General 


"In comparison to the total amount of business trans- 
acted in the province, the amount carried on by cooperat- 
eves. Lo COMparavively small; yet it has a Wer ver=reaciine 


ea 


eitect. Only through cooperavives can the consumers) have 

a definite say as to the price and quality of the merchand- 
ise they purchase. There is no question that the compet- 
ition Of coopsratives has exercised a very effeotive: con- 
trol on the gensral price structure on many lines: of prod-= 
ucts, thereby benefitting all consumers. Perhaps more 
important is the fact that the cooperatives form the only 
real bar to monopolistic expansion of "big business! 

which frequently follows ths practice of absorbing or 
taking over any competitor. Cooperatives can never be 
controlled by anyone except the ultimate consumer. 

"The consumers of Manitoba, and particularly the 
farmers, who form almost the entire membership of the co- 
operatives, will view with great apprehension any moves 
that would hamper or restrict the development of co- 
operative enterprise for it is only by cooperative action 
that they are able to gain some measure of control over 


the prices they have to pay for goods and supplies. 
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Win -Sevesacaaly agri cuLcural part of the country, sucn 
as western Canada, it is most essential that every effort 
be made to keep operating costs on the farm at the lowest 
possible level, to enable the farmer to survive the count- 
jess hazards. he has. to continually face. We cannot over= 
look the fact that by reducing the farmer's operating 
POStS, his,incGome, is automatically, increased, and) thererore 
hishecontribution.to the national. treasury, iny phe. form of 
income taxes will be likewise increased. This is partic- 
ularly true when we consider that farmers are Subject to 
PxRCess) OPO, US, lar OlwlOnW ver cont, on tail ancomer Over 


#5000." 


Documents filed with brief: 


SCHEDULE "A" -~ Model by-laws prepared by the 
Registrar of Cooperatives. 


SCHEDULE "Bit ~ Copy of the Memorandum or 
Association. 


SCHEDULE *¢t ~ Copy of the by-laws of 
Manitoba Co-operative Whole- 
sale Limited. 


SCHEDULE "ht - Combined statement of operat- 
ing results of the Unived 
Farmers Co-operative Associa- 
tion covering period 1928 to 
1943 

SCHEDULE "F* - Balance sheet of Minto United 
Farmers Co-operation Association 
Limited 

SCHEDULE ?G" ~ Composite statement of Wholesale'ts 


operations. 


SCHEDULE "H* - Balance sheet of Manitoba Co- 
operative Wholesale Limited. 


Ree) as 


' 


ae rw) ean! ti bx 

1 A \ 
YO) TOD EE 
as y 


i Sti Pied hoes 


Es 
i) 


3 ma) 
FER ee 


6 AG’ “RR UOR so: 
hu Oy as ae 


T BADD AS, 


eo “tele 


5-182 


-1906- Mr. Chown 


BY MR. PARKER: 


J 


¥. IL notice, attached to your brief, some statements 
of one of your member associations? Agi ar OS 

Q-. And also a brief statement concerning the Whole- 
Sa Les, Nie “ess 

Q.- In addition to the statements that are attached 
to the brief you have now filed schedule BE, which is a 
combined statement of operating results of the United 
Farmers Co-operative Association Limited covering that 
period? A» 1928 to 1943. 

Q- That is one of the member associations of the 
Wholesale? Aw LES), 

apis Gens e, OL INS CLL Nt don ie iL? A. Their busin-+- 
ess is distributing petroleum products. 

GQ. ' Gould vou, furnishus later with threes) om four iim 
ilar statements representing all the different types of 
concerns which form the Wholesale -- a similar composite 
statement? A. We could do.that. It would take some 
pime FO compile it... Do you suggest four typical ones? 

®. If you confer with the accountant » Mr. Ronald. 
during the luncheon hour he will advise you as to what we 
need... Rey, 1So. 

THE CHATRMAN: Is the statement filed now Schedule HH? 

THE WITNESS: Yes. 

THE CHAIRMAN: Referred to on page 7 of the brief? 

Ci WETNESS: Yes. It. should. be attached, 1G .the 
Drier now. 

BY MR. PARKER: 

ie it Pefercnos to .the Wholesale, could vouyprodige 
a statement, which Mr. Ronald will discuss with you, in 
that respect? Ae Yes. We have abready fairly complete 


figures on the Wholesale which I will be glad to go over 
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with him. 

Q- Is there a form of agreement of any kind setting 
forth the terms and conditions under which your members 
become members of the wholesale? A. In order fo Hegone 
a member or the Wholesale -- T am sorry we haventt a copy 
here -- there is a formal application which they sign and 
send in and we endeavour to make sure they are what we 
term true cooperatives. That application is placed before 
Lhe boardytorystinal. approval. 

Q- Does that application set out the terms under 
which they come in, certain things that they must do to 
become members? Asi I cannot answer exactly, put) fo. tne 
best of my memory it is the general rules and regulations 
without specifically identifying anything. 

Q- You state that your members may or may not pur- 
chase from the Wholesale? Ee ie 2 oe 

Ot le tiere any, obligation on the part\of your mem 
bers to purchase any portion of their goods from you? 

Be NO Obiteation 2b. atl, 

Q- There would be no point in their becoming members 
unless they did? Aw. That is right... Phere: would. veins 
point. 

OQ. “AS.a matter of fact, in practice they do? 

A. JI wish J could say yes, but there are some who for 
some reason or other decide to buy elsewhere and we have 
no way of enforcing that. they buy from us, nor do we 
attempt to, 

Q.. in the. earnings of the Wholesale, your surplus es 
whatever you call it, disposition is made first by paying 
operating expenses? As. VBR s 

Q- And secondly by setting aside statutory reserves? 


A. In the past, yes; since 1940 there has not been any. 
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Q. &ére they fixed by statute? Is thereva’ maximum? 
Aan t Tie. pvovincial law states that it shall bevomly wy to 


ol Per ceng. Os, paid: up/capital. 


Q@. How much annually? A. Not exceeding 10. per 


Qe, XOUSCan set aside anyiamount up to 10 per cent 
until you have accumulated 30 per cent? 

THE CHATRMAN: Is it not at least 10 per cent? 

Tie Wi Not lb 1S 4. sum equal to 10° percent. 

THE CHAIRMAN: At least? 

THE WITNESS: — I am not SUrS DUG ire Uhery eine tte. 

BY MR. PARKER: 

Qa» Having set agide that amount, whatever it is, what 
is done with the balance? m Allocated to the member 
associations. 

GO. What do you mean sby allocated? ALU SR OED EO 
Piciv.Oredit On.our books, 

@. Not paid. to them? A NO’ 

@.. DO yYoupay annually anything: to. tiem) lor siSad pian 
accordance with what the directors may decide? Ae Every 
year in our history there have been substantial amounts 
Pald oub, and it is, not by the directors but by the 
Shareholders at the annual meeting deciding how much of 
the oldest dividends will be retired, 

@.. The shareholders being the uwrepmesentati ves or the 
B2tiorent) locals? on eee. 

Q. Tell me why you made the change in 1940. You have 
been paying out everything since 1940? AV Nov a Yous t 
have misunderstood me. We have always been paying some- 
thing on the oldest dividends. It was before my time that 


started. 


O. Vou said, uw until 1940. A. The change in 1940 
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was in the setting up of statutory reserves which was dis- 
continued. 

ot OU Haves nov’ sev u, reserves Since? ie MON 

gn Way? A. The by-laws call for the setting up of 
reserves equal to 30 per:cent of the paid up capital and 
that point was reached in 1940. 

Oy Bua you tarev ires to seuup Tn -ex¢ess Or! Gaauro) you 
are not restricted? A. We have always understood we 
were. 

Q. That was the reason -- you understood that was all 
the reserve you should hold? Pett ol GiShe 

Q. Since then, that being all the reserve ‘you could 
hoLayyhnow isSit that you" do not pay the members aliy tue 
balance instead of allocating it? A. We need addition- 
al working capital; that is why we only allocate it. 


Q. Réserves are used for working capital too? 


t> 
B¥) 


Which reserves‘ 
Qe THRE SrauUcory ‘reserves fe es 3 
Q. So that in essence there is no dirrerence between 
the statutory reserve and the amount allocated and not 
paid? A. 2 dontt know what you mean when you say ‘tin 
essence*, but we consider it quite different. 

Gv «But you. use it for that same purpose, working cap- 
nits ire Bee Yess 

6) Yo that. extent theny let us say% rg ae A GEES 

Q. In schedule 4, you deal with the assets of the 
association. Bearing in mind what I have been speaking 
about, do you keep them separately, these amounts that 
are allocated -~- the allocated amounts as distinct from 
the statutory reserve? A. Yes. fhey are separate in 
our accounts. 


Q. You keep them in separate investment portfolios? 
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>... Vaevicere ail imereged) An GOSr. 

Cee GPR ary at be present time they are all represented 
by physical assets plus certain securities? i eerss 

Q. In your statement you have cash on hand and in 
banks $50,000? A. Maes « 

Q. Does that represent allocated amounts or reserves? 
eater Basar GO say. .aRVery thine .1S. merged sin ihe veenorad 
operating funds. 

Duo Andie (same with Vietory,ponds? Ava Wear. 

Q. You have $100,000 in Victory Bonds. What do you do 
withthe mmbterest on those bonds? Does it form’part of the 
reserves? he. The vieterest ig pub into (me eencra lara 
enue of the company. If I may anticipate a question which 
vwouULmay ask, lpars of (that Interest receivedoin Vcwory 
Bonds is\offset by interest.we pay out on borrowings ; 
against Victory Bonds during certain times of the year. 

Q. That. is only a matter of bookkeeping; you can set 
it against anything you like. Aso The oineome) therée.is 
not all net. 

Q. You have to pay expenses partly out of that, but 
the point is that you do get interest on Victory Bonds? 
fh. Yos. 

Q. What I want to know is whether that is added to 
the statutory reserves or whether it is found in the 
allocated amounts? Ao Tt et found. Wie tie Sl ieee ter 
amounts, the general revenue of the company. 

BY MR. ARNASON: 
Q. Do you allocate your statutory reserves? vehi 2 8 
shall have to answer that question in this way. [In the 
Wholesale our statutory reserve has not been allocated 


but the majority of the local associations have gone 
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back and allocated out their statutory reserves. 
Q. Would it be practicable to allocate the statutory 
reserves in the Wholesale? ey te aie 

@e ouppose the Wholesales had a loss, do you think you 

could charge that loss back to the share that each member 
of the association had in the allocated statutory re- 
serve? A. My personal opinion 16 that’ wevcould,,) “We 
have never had a loss and therefore we have really not 
come up against that problem, but it is a good question. 
We have always been of the opinion that we could charge 
it back against the allocated reserve, in other words, 
bring it back to a cost basis again. 

BY MR. PARKER: 

Q You are now operating on what you call a revolving 
surplus plan? Ae Yess 

Q@. You have heard the same thing referred to as the 
revolving door plan? A.’ Yes; lt is the game principle. 

Q. Your period is what -- two years? Ae We Co mot 
Set any specific time. Are you speaking of the Wholesale? 

Q@- I am speaking of retail and Wholesale. 

A. When the delegates come in we merely gauge the amount 
we will pay out Hayle oA to the financial require- 
ments of the company, and the shareholders aporove. 

Tacre 18 To Specific period, 

Q.- So that there is nothing to indicate when the 
amount held back this year will be paid? A. Novuning 
definite. 

Oe. Lon may hold “it one or two years or any number 
of years as the directors may decide? A. NOG core 
shareholders decide. There is this, however, that there 
is definite indication that always the oldest amount will 


be paid out 


Sabb 30 aia 
; ae ~ 


Sack Whee Bodeno Sia) dhe ie ‘it sale 
RPGR Ji ie ‘one ed: agar spitorneg: wit ay 


. ; 
9 ea Tok 
wie 2 7 pos Pcl 


‘OWN ee a: a eee etege bunt anol a Noi sve al ony 


Meeigne): foon 6 @f 32 toe, lin tations dams. retliae ‘qu noo a 
‘ | oa 


I hous oe VeaY act eeye! oda e ee ‘acacia Joupd ee 
irene Ai | ewes pad noha: ak tunkppe dong a 
wy | pias ededd See Bat hod, + ‘Bake 

eo ae ecm | a 


me Actiag vit Niele oo ered wee eee OY 1 Ve 
ay ae Taha aanyrae: 
Peay bierw ler satis andes, pad omens wand bey: p a 

; y - 


ine od’ ot’a a) eee ante ood BRAAY 9or 


ho 


. al ary ee - ; ; , 
BM Ev OWa ss g £ ny) Bl ok led suey 4 § 


ry 
. 


fod ALE u O..4 us (coow * f. if i 


Lae 


far De Laney: 1” of SteswS Gal Sho Ye Teese 


a wt ad * ¥ 
: 1 ov 3 wet EWS £ fit oy & . Gee nis 10 Blt 
vo o - 
. 7 
i a > 
ik 7 a Supe’ s _ x - Le via 
; : ‘ > ay, A A G af ae 4 7 © Ve On €2 6 r6oT 
M | ‘ ? 
ta 7 ‘ , a ; > ‘eT a aoe A 2 — F 7 
‘’ See Uenw evS02ha! 6? akiticen ay @rew Gait tae 
| F : , ‘ & : 
ven ; : . ey rs 
Poahy | | ) a4 ia ue ‘ Pel Sake ew eee . s af ae . 
ah eore Pits: a: blsby Ye og ol prey BES) Sead Aleta 
ch}! 7 - ; - ; 
me i 
40 
. 
h 
wi 
na ai Dy 
i ; 7 } 
\ "h./ Yt (eG Abe cae <P a)» rh. Fe 


; te ’ F io » h } . be 
‘ oa 5 of wy Cer. 2 a ee * 
a POT) RAE: DARE da 


z t 
, ft : s 

aa 4 a ‘THE seh Oe eS ioLoah s tia 
” ie a | | | | r nd 
va 2 \ 7 M Nj : y | | 
o. z ) , : gies ) oe ee 5 DSA ae kb rf ost fit ‘eb ‘ef 

he: har Aer eae : 
ivo “eg ad 

Fee ie 

ee tL Beant 


- 1911- Mr. chown 


, Theat vase cyour practice? na 6 MSS 


2 
je Just Now the business is pretty good? AALS Ss 
Ges And the surplus’ is probably greater now, ian the 
last two or three years, than earlier? Rare BOS. 

Oe “ARO assuming that Ia tie future alter the aver 
there is a recession and the yearly earnings are much less 
than they are now -- AS Wat Pena p be) possi oles 

QU) =there Wild come ‘a “ime when) in order to: -operave 
the revolving plan, you will have to pay, say, in-:1947 the 
amount sev ‘aside, let us say; in 1944, and you will find 
Ae GLILTLOULG bol mest Lb? Mim ONO} Sis weawom ai. 

Q-. Why? A. Because we have no specific time in 
WTO sto spay lb «ert. Net us take as an example L946, when 
these bad’ times that you anticipate roll around and we have 
ea ereec ty eredquced income. We have no derinite year an 
Woich to pay Lt out. 

GyeoYou wri b nov bé- Paced with “the Gitrieulty thac wile 


eome Trom those who have 'a definite year to take care of? 


a 


imite: and uncertain. He mever knows. He may never 


Js “That makes” the méember"s interest that. much more 
indef 


Sor Ln pack\ On that theory? A, [Ut Me neverescets xt 


CO Py Isenekt. 2s Ones Aw NOs 

@. What happens to it? As ‘AP PerV aL. Sa iw oe 
Rasrorovlem if “he does not get at Dackin, Hevdecides tis 
matter along with the other shareholders, 

a7 Suppose he says, when bad times come, "I have 
stored up there so many dollars which [ put in when times 
were good. I wish I had received it as we went along, 
but at any rate I want it now.* He just simply cannot get 


it? A. I won't say yes or no to that because we have 
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never had anyone ask for it. 


Q. He would be governed by the majority at any rate? 
ae Jee, 2 ment £0 a step further. _]{— believe that if some 
Specific organization was in a bad financial way and made 
proper application the money might be paid out. But that 
Mae meyer Come ip. Tt could be done, T amaegne. 

Oo.  Thav as speculative, — dare say.) Now, Cn peceviwo 
of your brief, in the middle of the page you say: "These 
new cooperatives were able to raisé sufficient shere cap- 
ital for entrance into the petroleum distribution field.» 
Is that your member association that you are referring to 
biete, your individuesl members? A. Members of the 
association. They raised the money. 

Ge How o1ad) they eet 1b? ‘A. Theat would perthe rr 
own money. 

Q. Was it their own money? Was it the local members: 
own money that bought shares in the wholesale? 

f&.- Who else's would it be? 

a. Lou Say that the local association, moing nee 
Own Money, purchased shares in the Wholésaie.: That.is the 
way you understand it? Bh ie ie ete 

Q. .l merely call attention bo the fact that the theory 
seems to be that that money, that surplus which the local 
clubs had, does not belong to the association but belongs 
to the individual members on the same basis that your sur- 
plus belongs to the individual member associations? 

&e I dontt follow you. Your question was, where would 
the money come from to buy the Wholesale shares? 

Qe Lae A. To a degree it came from the members. 

qQ. On the theory that the local association has no 
money but that the money belongs to the members? 


&. The local association has money from share capital, 
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some of which could be reinvested in the Wholesale. 

Q- OGome now to page three, where you say: ‘tn the 
case of petroleum, the Wholesale was able to develop new 
sources of supply and to buy better quality products at a 
lower price." How in the world did you do that better than 
anyone else? A. So far as that particular statement’ is 
concerned, I may say that I was not on the scene; it was in 
the early days. 

Q- But you have made that statement. What do you 
base Lt on? A. On statements given me by older members 
Or the vrorzani zation ¢ 

Q. They did not go into details as to how they worked 
ee VOU? ae Cehe story civen me was this -- 

Q- It 18 secondhand. J do not think we will put it 
on the record. Further down in the same paragraph you say: 
Min -“ohs case-Or ‘coal, it was found that ‘many coal suppliers 
who had refused to sell to local associations gladly did 
business through the Wholesale. Is there any evidence 
you can give that that happened at all, that ordinary 
eaters refused to séli /to- the "local asgociations? 

a. It)[ had time I could put a good ‘many witnesses on 
the stand to prove that, but I cannot personally vouch for 
it because it was before my time, 

Q» They would not sell at any price, or was ita case 
of nob being able to come to terms? A. Definitely, they 
would not sell at any price. 

Q- Let us come to page five. You say that up to 1940 
you paid interest on share capital and then stopped. If 
it was good business to pay until 1940, why has it not 
been good business since? A. The reason we stopped was 
that the Income Tax Department of the Dominion Government 


Sssemed to take the view at that time that the payment of 
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interest was improper. 

i Leproperr |, £. Yeu, For cooperatives. 

lal (OUny ay relacLon ta Tava Lore ae" Perhaps. “pus 
statement was made that if we paid interest we would prob- 
ably be thrown out of. the protection of section 4 (p). 

Q@- Your policy was dictated by the incidence of the 
income tax? AS NCS S Vee te eee 

BY MR. NADEAU: 


Qq- Did you start in 1940 redeeming that share capital 


On which no interest is paid now? As” NO. ° "PhS wWacdlesalers 


made no redemptions. 

Ow) Ana wher avout tne Locals? Ae The local associa- 
tions, prior to that time even, were up against the problem 
where frequently a farmer who had once been a big producer 
and bought a lot of share capital had retired to town and 
ne used the facilities of the cooperative very little, "and 
ney Telit that the Yevolving surplus plan, by noldine pack 
certain dividends, equalized the investment of each member 
according 00 dis .use of the facilities: ena meny or oe 
local associations today follow the practice o. retiring 
capital stock down to one nominal share, the balance of 
the investment being mde up by money held back in the 
revolving fund mainly for the purpose of equalizing 
investment according to the use of facilities. 

Q-, Does the Wholesale contemplate doing the same 
Shing as 4 matter of policy? Ae, J. Corlarneu gaye 
might say, however, that we have partially followed the 
plan of the locals in the wholesale. 

BY MR. PARKER: 

Q. That statement on page five refers to the locals? 

A. Yes. 


Q. Near the bottom of page five you say: "The by-laws 
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or the Wholesale provide for the payment of interest on 
capital. From 1931 to 1935 5 per cent was paid and the 
rate was then reduced to 3 per cent and in 1940 the payment 
of interest on capital stock was entirely discontinued.: 

I suppose that was for the same reason? A. YS. 

Q- Does that seem a logical reason why these people 
with invested share capital should refuse to pay interest, 
just to save income tax? I do not follow the reasoning of 
that. A. We felt it was ceva: illogical of the Income 
Tax Department to take that stand. We actually have a case 
where they have assessed us on the basis that we paid 
interest. 

BY MR. ARNASON: 

Q. Would you say that the policy of the Income Tax 
Department was the only reason which made you discontinue 
the payment of interest on share capital, or was there a 
change in the financing of these cooperative associations 
that coincided with that? A. Thet iS quite “correct, “The 
revolving fund plan W as coming in at that time, and one 
thing that came up that many cooperatives did not like was 
that interest rates were getting lower and lower and we 
had investors, people putting in money solely for interest 
returns, which was against our idea. we wanted members 
end users, and by the slimination of interest we got what 
we wanted. It is a funny thing to say, but we were apt 
to get undesirable members. 

BY MR. NADEAU; 

Qe Do you pay interest on deferred dividends now? 
ie Oy 

le oer ore le? A. No. 

BY MR. PARKER: 


Q- On page five you carefully set out the objects for 
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which the association is formed. You call attention to so- 
called agencies. I suppose it was purely accidental that 
you did not put in the subsequent clauses that give you 
power to buy and sell on exactly the same terms as other 
companies? A. Théy are all heres hey are rather lone 
and J Fhouent these were the only ones that really counted. 

@. The charter is very wide? py ae is ct 

Q- At the bottom of that page six you say: *Besides 
protecting the interests of each member in each year, the 
Plan hes the very desirable féature of varyine ths invest- 
ment of each member." Is it an investment? What you re- 
gard as a holdback -- is that an investment? A's TRA LS 
a difficult question. We consider that each member has to 
put up money to operate the company. Part of the money he 
puts up in the form of capital stock and part in ths form 
OE .aclerted Cividends. 

Ga Or Loans? As \You.-can call it” ioane. 

Q- Surely these men are not so charitable -- well, I 
don't mean charitable -- at any rate they are not the kind 
of people who want to lend money for years and years with- 


out interest? [It does not make 


1) 


ense  tOme .), Wao nas 
know if it does to you and to them, he LPOn iG Tk opie 
Mord coeriteacle is right. 

Q@.- I withdrew that word. A. J think they have 
sufficient interest to feel that if the cooperatives are 
doing sufficient good in the community a small matter like 
peserest 16 not important. 

Q- Instead of getting interest as such on share cap- 


ital and on deferred dividends they get something of monet- 


[Tn 


proportion to what they buy. 


Q@. 1 don't care whether it is in proportion, bust 
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they get it back? BS) Gees 

Q- orltole @ Tallacy to say that they do not get inter- 
est. Although they do not get it in one form they get it 
in another in money's worth added on to Something else? 

A. I dontt, think I would admit that. The factor of pur- 
chasing enters there. They could sell out that investment 
and not purchase from the organization and therefore would 
get nothing back. 

Q@- Can you see any logical reason why a man would 
want to buy share capital and go without interest on it 
when the company could very well pay interest on it? He 
is willing to leave earnings with you for several years 
without interest. Would he so so if he were not sure that 
through some other channel he would get something which to 
him would be worth in dollars and cents more than that 
inLere sh Metrae he was forgoing? A. YT Gontdtitimk ‘ean 
deny that, although I don't like to say definitely that 
the interest just comes in another way. Naturally they 
leave it there because they are interested in their co- 
Operative, 

QO.) Are they taterested in it for any reason 4m the 
world except that they get more money out of it that way 
than in any other way? As I imagine that is a partial 
answer, yes. 

Q- No one suggests that these cooperatives are any 
less interested in money, in so far as it gets into their 
own pockets, than anyone else? A. X@S;- Gio sem tae 
money he has to support his cooperative. 

Q. Of-eourse he’ has to} IT agree: with that. (A queg- 
tion now with regard to the by-laws of the association -- 
and I am only going to dealwith this for the purpose of 


having on the record a note that can be looked at later. 
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The by-laws that are attached to this brief have undergone 


many amendments? A. The wholesale by-laws; that is 


i. 20 -SLarted out with a certain set of by-laws and 


ra) 


year after year important amendments have been made? 


Q. Can you: tell me in a word what was the meat of 
these amendments? We "Et PCOULG NOU. Cel Gus a tea ace. 

es Ur ah & dozen words, A. IT would have to review 
posh, teaily, aud fT have not done so -ror 4. while. 

Q- What I suggest to you is that they were made for 
a purpose and constituted a considerable departure from 
the original methods of handling earnings, a departure 
from the method employed in connection with the original 


S 


ge 


t-up; and, secondly, that these amendments were passed 
by reason of the incidence, or the anticipated incidence, 
of income tax? A. FT am atraid” [ would 107 asroci yi 
you there. You put me in a difficult position because [I 
have not got them at my finger tips. 

Q. My purposes is to have something on the record ‘so 
that the Commissioners can look into it themselves. If 
you do not care to answer the question, very well, 

A. I want to have it on the record that they were not 
ait meade Tor the purpose you suggest, or even most or 
Poem, uOvavoid the ineidence of the inccme Gaz, 

Q. Do you think the question of income tax entered 
into the matter at all? Have you any knowledge of that? 
J. don't want you to guess. A. J eam efreid. 7 aennot 
Bay definitely. “IT would have toresad them, 

BY MR. NADEAU: 

3- Will you please tell me the exact relationship 


between the sales agency and your wholesale cooperative? 
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&.e The agency went broke in 1935, as some other cooperat- 
ives did. They owed the Wholesale a certain amount of 
money and we took over their assets and operated them until 
this year. We operated them on a cooperative basis whereby 
the earnings were turned back to the organization and this 
year we turmed back everything. 

Q. Are all the directors of the wholesale members of 
the local associations? As) Yess. PCAbe aradipecroraone 
must qualify first by being a member of the association. 

®@. 1 Suppose you send out a notice of your annual 
meeting? A «tues, 

Q®erWould;it ber possible for us, to haverthe notice or 
the last annual meeting? Bau es. 

Qs] LWillsyoungivesus,e,copy of at? Aa V¥esn ihe a0 
matter of fact, one has just gone out for the meeting that 
comes up in about two weeks. 

Hat; Weald it be possible also for you to give us the 
by-laws of two or three of your local associations? 

A. I have given you already the typical by-laws. 
BY MR. PARKER: 

Qs (Of theyninety.cdd member associations of the 
Wholesale, do you personally know the history of them and 
how many of them in the last few years have supplanted so- 
called private stores in Manitoba? A. Ef Mey De cuts 
little bit, and the word "supplent® presents some diffic- 
ulty. Actually last year there were twelve cooperative 
stores taken over; at least, twelve stores became cooperat- 
LVOs 


Q. Twelve private stores became cooperative? 


Q. «Is there a tendency to do that? This Commission 


A 


has heard evidence in other provinces that there was a 
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growing tendency for private businesses sither to sell out 
or to reorganize in some way and switch over to the cooper- 
atives. Is that true in Manitoba, to your knowledge? 

A. TO @ degree, yes. I dontt think, however, from what [ 
nave read, that it is as marked as in other provinces; and 
as regards selling out, I have no instances of switching 
around, 

to oe res are purchases? A. Yes. [In many cases a 
man wishes to retire, or he may wish to sell for some other 
Teecon « 

Q- And they think that the cooperative, by reason of 
their method of doing business, is in a position to pay a 
Detter price than another party? A. That would be a 
difficult question to answer but I can partially answer it 
this way. In our Wholesale we employ a man to value these 
places and so we do not Overpay for them. we have one or 
two instances. 

Os Is it not true, from the very nature of things, 
that the cooperative, not paying income tax, is in a posi- 
tion to pay a better price than the joint stock company 
which has to pay? A. Very Tew stores in the countmyiare 
owned by joint stock companies and therefore there is no 
difference between the average store and the cooperative. 

BY MR. ELLIOTT: 

Q. Wheat about the excess profits tax? A. Most 
stores have individual proprietors in the country with per- 
sonal tax. I am afraid I am getting out of my depth. 

WEY MR. ARNASON: 

Q- To your knowledge, where privately owned stores 
have been purchased by cooperatives, have such purchases 
been financed by new caital subscribed by members of the 


cooperatives concerned? Ae Invariably, you: 


Retires 4 co ane me ie oy es ime “ ay "yaa Be | 
re Pais ve ; oe doe f bus eS dy ak 7 fittny: at Son 3 
' . + ' : cel a 
7 4 ; ; or : hs - a 7 


~~ 
3 sais He a at ” 
J 


‘ |, an } A . ; ; 2 a : a ‘ 
od ed ar Bian beecodd oth BRE er i ane 


ae 
f 


Bit aiien 6) Siti Ne Ae sel * cane? io ee sutgnaaee 
Na iy | . ; POREOT,. ' 


rh) . ; oe 
OU a aans Ware ry ane wy at ad Pr Be Of 2 | P 


- AS ie tan | a es >t Sa usa thy Aye a “DOES yal Sa ‘a 


r 4 7 


“ae ms ere ‘oe pet (Sg ae softy bodied a 
"EW Bae tie a. Pore <<: yeh ‘egriik ‘ie yop ir seuee % 
¥ rn A y sal 7. _ 


By pies ese ey oh eta. | i Ailey. sok areal Se elisy A 


ni, 

ree os : ee : i So) x 
i ws i ; ae a _- ried , 
. ate) te “ , gf, ; ‘ ‘a } ff i D4 _ .. v , y { iy? Peres UF a vet he . : 
Sag a 7 D p 7 ¥ | WJ 7 
vy ; ie 
yy ecusn man owt 

fae," ; ty 
a. 

» IN ey ie ‘ 
Cie ; 

Re | wets 1: 

A Ps 4 ay f 

Bais in poe eve wis’ See 

“ 
. 
: ; i J ¥ 06 Ley s La i) 2 ® % 

ae ; . 

‘i 

i < Pa & 

ki ik ba ' { ¥ ‘ ; wa! ! 0 fs 3 Vj 
me - 

ag y 

hae 

an 

“i 2 f 4 ¢ 
ie " , j . ; * : Pee) il % ad we 

: oe , : i : 
a, | : 
a > “ A} ayy ; 2 ip 
| ae ‘ } ; Wilt a en ie 
, 

ae 7 

byt 3 ’ Cm o y es 

7 aA ae a 
i ble i IuHoe eriy i : 
*) 


ah 
- “a - 

; + (ORS i vi) y 
o” 

s 

ns = 


ie 
es 


Fi sv rogoon ewes Tq soot eveme 
7 4 


LN beg * ae : ERT ce both pe pee Y =, F : al 
ae oie ad 4 oe Lontim “ach ware Nee oe ob Pe JO 
re + . a 
« oa Ne aE hae as, as inc 2 - 
Shes Fe aes RT. eee RR “ih wy ae 9 “ 
; ae te grt ie Pte re : = ts \ (PTs Mos i? 1 Aue OOo, 7 
: - rhe) Y ' 
a ‘ ty J ‘ 


9-198 


-1921- Mr. Chown 
Q. You do not know of any exceptions to that? 
A. No. When you say new capital you mean -- 

Q. Did the members put up additional capital to 
fineancs the purchase? A. IR Manitoba practi cally aly 
stores are started by new associations, but we have two ex- 
ceptions to that where the existing oil cooperative decided 
to form a grocery department and they raised additional cap- 
eat, 

BY MR. ELLIOTT: 

Q. On page four you say that your association has 
always maintained a competent field organization which 
helps you to organize the local boards and assists in devel- 
oping sound operating techniques. What sort of operating 
techniques have you in mind? can you indicate three or 
Pour vor the’ most important? Ae One of Ours Digger: 
troubles with country stores is proper accounting controls, 
and when a new group is organizing we go and assist them, 
helping them to do that, to keep proper records, and so 
On. We do other things, but that is the main sone. 

Q. Do you give advice about non-member business? 

Be Yess 

Q. What sort of advice? A. We point out to them 
that they should sign up everyone. There is a certain 
amount of passing trade, and the sort of advice we give 
them is that very close track should be kept of this prob- 
lem, and when non-members come in all clerks should be 
ecuipped to sign them up and tell them the story, and if 
it is properly done there is no difficulty signing up new 
members. 

9. What about credit? Is that a point on which you 
give advice? A. Yes. I am very pleased to report that 


the majority of stores operate on a cash basis. It is 
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nov LOO per cent but is very closes to it. 

Oo. 00 pees Six you pay: "This policy is maznuained 
except in cases where said prices are deemed exorbitant." 
Are their existing prices sometimes deemed exorbitant? 
feo, Loos 

Q. What happens then? Can you give me an example of 
what happens when they are deemed exorbitant? 

A. Perhaps one example would be to tell a story. It 
happened not long ago.. There is a certain association of 
ours to whom we sell a lot of salt, cattle salt having a 


Die sale in the country, and this. organization wrote to me 


Q, 


and stated that they were amazed, in figuring up, how 
much money they were making on salt. I believe it was 
around 40 per cent and they asked us what we figured they 
should make. We wrote back and told them and they lowered 
their, price. I don't) know whether other! merchants aid 
so or not. 

Q. You do not know about that? As Noy 

Q. You say that only through cooperatives can con- 
sumers have a definite say as to .price and. quality of the 
merchandise they purchase, What exactly do you mean by 
that! he To my way of thinking, The consumer oonera live 
is the only kind of company that is in direct touch with 
Coo actual consumer. 

©. Yvou.do not mean that in all Cases Consumers igo and 
order precisely the kind ad quality of goods they want? 
um ‘No. But in-the ordinary -company the only say (neat thse 
consumer has is in the fact that the company trices to 
please him owing to pressure of competition. In our 
organization, on the other hand, the consumers themselves 
run and control the company. 


Q. Are you referring to their votes? As Yes, end 
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bie boardsefidareetors. You cannot actually consult 
everyones bul it does work out’ rather well. 
BY MR. VAUGHSN: 

@. I cannot understand the position you take. You 
Widhecorrect mesif f am wrong; out Th dounotrthink: thavcons 
eustoméers,in-the cooperative decide what the manager of 
the store is to buy for them. Does not the manager buy 
according to his own judgment, having knowledge generally 
of what his customers want? Avoul think stne tawheniy oe 
get down .to-individual items that .is so; but as a general 
policy it is rather different. Mr. Parker asked me a 
Question as to why some cooperatives did not buy from the 
Wholesale. In the case of some organizations, the board of 
directors set a policy and there may be some line that we 
Ssekivywhich they personally do not fecl is right for, their 
particular community and they buy outside, or it might be 
| Lhe  Beverses 

@s .l wes thinking of the individuel consumers, 

As. Yess 

Ce pnv2shne gpossible, \epeakine iol indiyauelierores itor 
the consumers ahead of time to state what they want? 

A. No. Of course; in «an ordinary company theiocuspoger 
has no.choice bub he can go bo.another stores bub that is 
not always convenient. 

Q. iBub-dees not the, same, position obtainvin some 
ether score? , <The manager buys Becoming te his tino 
jedge of what the customers want; he does not find out 


from the individual customer. He knows’ from experience, 


and from his training in such things, what articles are 
in vogue, wnat the customers are likely to want, and he 
buys for the customers such merchandise as he thinks will 


| gell, Is there any difference? Does not the manager in 
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the cooperative do the same? He anticipates the wants of 
his customers and he goes ahead and buys accordingly? 

és “Let me take youlasten further beyond, the, store.) Meny 
products today es and we feel that this is an important 
phase of cooperation -- are put out under brands that are 

no Coubt! Very jeood,. but the. customer, has. no say in the brand. 
Under the cooperative method we put out our own feeds of 

Very fineVquelity and.it is directem and controlled by the 
people who buy. There is no object in putting any inferior 
meverials' into it: or deteriorating at. 

ov ie point in my mind is whether the “Metomers 
actually tell the manager what to buy or whether the man- 
ager uses his own judgment. A. The mang ger deranitely 
hes to use his own judement, because he could. Not ask each 
Indpvidwedl Tcustomer specifically what “his fweantameare. You 
are Harrowing the question ‘down. 

Q. TE-was comparing your store with any other store «in 
the same town. In-.each case the manager determines, from 
his experience, what the customers will want and he goes 
ahead and buys’ on that basis. Now, in your) schedule: ¢ 
there is a heading: "*Moneys paid for Patronage Distrib- 
ution". There is an item, gasoline and oil $445,000 and 
other products &241,000, OP a TOLaN Ol 2686 DOC wa 
would appear that the most profitable part.of the oper- 
Bpious Le inthe handhing or paso line and 0419 
-, . L wourd not-say it is tore profitabiemihan Woewrocny 
but 10 is: the lareest part or the business, 

Q. There is $485,000 set up with respect to gasoline 
and oil and that is two-thirds of the whole thing. 

Pixs “LES. 
Q@. Gan you explain why there is such an advantage in 


buying gasoline and oi1? po you buy from regular independ- 
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ent dealers or from a cooperative refine Vy, or how do you 
make your purchases? Avi Lh Wanitoba. our petroleum prod- 
ucts are bought from other refiners and we Step into what 
is known as the jobber market. In other words we enjoy 
the jobber price. 

elnino say unet you will give ve “the netice or your 
1945 annual meeting? Le Rete 

Q- Gan we have the statement for the year 1944? 
A. Yes. The only reason we did not include it here was 
that it was not actually audited, but it will be in the next 
few days. 

Q- The surplus for 1945 was $105,000. po you remember 
whet tne surplus, is for 1944? A. About $140,000. 

BY Mk. THORVALDSON: 


®- Do you file income tax returns? Aas! YS@is 


Qq- You have never been assessed for income tax during 
the last few years? aA» No. The wholesale has never been 
agsessed to my knowledge. 

we TO Clear up a croblem that arose yesterday, do you 
know under what provision you claim your exemption -- under 
4 (p) or 4 (g) or under the general principle of mutual 
trading? A. I could not answer that. 

Q- I noticed you said that you stopped paying inter- 
on Share capital in 1940 because you had been informed 
that if you continued to pay interest you would be thrown 
Pus of the protection of 4 (pnp). I was wondering what you 
claimed exemption under. Is it your understanding that 
Four Sxemption is under 4 (p}e Ae Do CULL notisay. 

Qe On page five you refer to the objects for which 
this association was formed and you mention (a) *to serve 


as purchasing agent on a non-profit basis for the cooperative 
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purchasing associations operating on a non-profit basis and 
incorporated under The Gooperative Associations Act and for 
the members of such associations." Poh er. 

Q. Actually you do not serve as agent. You act as 
buyers end scilers? A.. To be frank, I do not know what 
the difference is between buyer and seller and purchasing 
agent. 


@. Have you contracts with them’ Doel) MOne 


Vv 


- Q. Showing that you buy goods for them on commission? 
x ° No e 


Ge You buy e00dS, and 6ell them to your stores? 


> 
Z 
ime 


Q. Go that from that point of view there is no differ- 
ence between your method of operation and that of any 
other wholesaler? PRG Dac ime = ae age eal g I 

oO. .6t the bottom of page eleht you say: *The consum- 
ers of Manitoba, and particularly the farmers, who form 
almost the entire membership of the cooperatives will view 
with great apprehension any moves that would hamper or 
restrict the development of cooperative enterprise for it 
is only by cooperative action that they are able to gain 
some measure of control over the prices they have to pay 
Pot 2ocds and supplies.” What do you mean by "moves" 
here? Are ae areferring to taxation? A OES ee moan: 
be many different kinds of moves. 

Q. Is the question of taxation the move you have in 
mind? A. I would not mind admitting that. 

@. In connection with the word "development", would 
you mind if that were changed to "texpansion"? It would 
mean about the same? A. I would not admit that. 

Q. You realize that the tax is a bit of a handicap 


to the development of other business too? You would 
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admit that the payment of income tax by other businesses 
constitutes a handicap? If they did not have to pay taxes 
they could develop faster than they do? A. On they) could 
lower prices, 


GO. They could develop faster 00% fo TD presune Dhey 


Ge LOU agree that, you would, not bevebhe to demelop 
Ae test. as you do if you had to: pay taxes? Be OES, 
not even answer yes to that. 

Q. You view with apprehension, though, any taxation 
Doge Cre Ouse Lice UIT Our OPpLery Ae M¥6S* At ers 


glow us down a bit, but I think our movement would still go 


Q. You agree that the cooperative movement would 


9) 


Pai) @o.ahead. “if they paid taxes. You know thats 
matter of practice the cooperative movement in England 
kept on developing after it was taxed from 1935? 
4. Of course, they did not pay tax on patronage dividends. 

De. Buiesthey pay Taxes on surpiuss eh “Tey care 
allowed patronage dividends and, if they are not, it would 
not aifect their development. 

oe puD wuhe did. not Siow Up ile movement. Mie SA0t 
that they were taxed on surpluses did not slow up the 
development of cooperatives in that country? Ae Because 
they did not tax them on patronage dividends. 

®., Ofcourse, you realize that in Bngtend other com- 
panies are on the same basis. There is no double taxation 
i Bhneloand., &. I understand thate 


BY MR. SCARTH: 


Q. Do you understand English law? My ENS. -sreuey: 
thoroughly. 


Q. One other point, and that is the question of 
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policy. Do you-attend the meetings of the members in the 
country? 4. Not-all of them, but many of them. 
Q. are there discussions as to procedure and the con- 
duct of store business at the annual meetings? eee Yes. 
Q. Is there a good attendance of members? dss MOVERS 
exceptionally fine. 
Qe) wl bibake san interest. invit? han NOD) aida, Duty) tis 
ma jority. 
BY MR. THORV:LDSON: 
je One more question. You said that you are concer- 
ned about the taxation of patronage dividends. You do not 
want your patronage dividends taxed? Lior Ney. ta tise Ly 
not. 
Q. But you do not pay patronage dividends? fie What 
Makes you think that? 
we) DO yom pay one, at, the,.end ot ever meer tw hia my vo 
a revolving fund plan where you pay a dividend two or 
tires years after it is earned? ii. We consider the allo- 
cation a payment. 
Gs BuL actually you-do.not. pay? Avo frat. geems: bike 
A UrLCk question w. Tdp not follow you, but DT miow ieee. we 
ao pay. 
Q. Because you consider the allocation a payment? 
Pa 20 Ogand the, members, 00:4 : 
BY MR. SCuRTH: 
Ve) neaving allocated it, when do you.pay it? 
i. When the members decide. 
OQ... How do, you pay 1b? Ae , In cash, 
QQ. From what source -- later on? hh.) ee 
Q- I want to make it clear to the commission that it 
is allocated one year and out of future savings they pay? 


hee Yes. 
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THE CHAIRMAN: Does that conclude the case? 
Uk. CUA: There (1s9a Driefo tc be vlshbmitted by Mr. 


W. J. Macdonald, of the firm of Miller, Macdonald and Com- 


s 


pany, Auditors, who has drawn up an over-all statement 
showing what has been done over a number of years, from 
year to year, with regard to the surplus -- what has been 
done with that, how much has been kept in reserve, how it 
has been paid out and so on. If the Commission would be 
interested in it, it would give a picture of Manitoba from 
the standpoint cof what has happened to the reserves, how 
they have been allocated, what proportion remains unallo- 
cated and what proportion has been paid. I would ask 

Mr. Macdonald to present it. 


Dip. (CnOALRMSNs En connection with thiseparticwlar 
Pp 


MR. SGCARTH:. In connection with) the eeneral briem 


We J. MACDONALD 
Chartered Accountant, 

Messrs. Miller, Macdonald & Co. 
having been duly sworn 
testified as follows. 


ene ee ee ee ee eat nae 


De MR. SGARTH: 

ey ‘You are a chartered accountant, duly quakitied? 
pm. Yes. 

Q.- Practising in Manitoba? A. Yes. 

Q. How long? A. I have been a chartefed accountant 
for thirty years, practising twenty-five. 

Q-.- The other five years you were overseas? ee Yes. 

Qo. You audit for practioally, alh the cooperatives’ in 
Manitoba? A. coTheat is rather too broad &@ statement. “we 
have audited for a large number of the local associations. 
In the poultry we have been auditors from 1926, livestock 


from the inception, dairies 1942, 1943 and 1944, 
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Q- How do you verify the figures where you are not 
auditors? A. I have examined the financial statements 
as certified by the auditors. 

Q.- So that the material you have has all been based on 
your check? A, Wess. The underlying materialise the 
annual audited financial statements. 

Qi oeToothenbdest, of your knowledges iit ;is.correct? 

Die > LOGk 
THE CHATRMAN: I understand that your statement is to 
be Ssubmbtted In the form of 4 briet. 

THEOWITNESS so Yess 

THe CHAIRMAN: <=Do you propose to read it? 

TRV TUNESS 2s Tiel mays 

‘My firm has been instructed by the cooperatives in the 
province to assist where possible in presentations to the 
Royal Commission. To that, end it has reviewed the annual 
operating results where a presentation is being made, from 
IV CeUMI onl Ove ra Tlonsvinreach wage. 

"The firm has been auditor for cooperatives in» Manitoba 
Since 1924. 

tAll the matter herein submitted is from the viewpoint 
ol theapractisine accountant conversant with cooperative 
procedures, 

"At veachedihereto is: a tabulation inm,index. form of the 
financialiresults of the operations of ithese caqoperatives 
analysed) into the following maim factors 
B “Thermonies retained by the cooperative from the 

initial transaction with the patron in the main ser- 

vice propided. 

"Tn a consumer cooperative this will be the difference 

between the (notional) price charged to the patron for 


the goods and the price paid by the cooperative for 
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the same goods, the latter, of course, adjusted for 
opening and closing inventories of stock-in-trade. 

"In the case of a producer cooperative this will rep- 
resent the difference between the price realized on 
the sale of the product end the initial (notional) 
payment made to the member when he delivered the prod- 
UGCe LO the cooperative, or in that fisesl) year, 

"In the case of a service. cooperative, e.g. where only 
a brokerage or other similar charge is madé to the 
member, this factor will be the gross revenue from 
such service charge. 

Ps "ROC ITROnal nonies ‘Goming into’ the hands of, the ‘ea 
operative in the course of performing services for the 
patron, 

"In this are included such monies as come into the 
hands of the cooperative incidental to the main opor 
ation, ¢.g. cleaning charges in the case of the grain 
cooperatives, custom processing charges in the case 
of the honey cooperatives, feed and bedding rebates 


in the case. ot livestock,etc. 


oe (Adjusted figure of A after adding gp) 
D. "Annual operating exoenses 
ie "the result of deducting D from C, being the sross 


amount remaining in the hands of the cooperative as 


a result of transactions with patrons for the year 
before post year end adjustments, before statutory 
reserves, interest on capital or year end rebates 
made on a patronage basis. 

ae "Reserves called for by the Provincial companies 
Act or otherwise by legislation. 

Es winterest paid. on capital stock 

tn "Post year end adjustments to the foregoing, nor- 


mally authorized by annual meetings after the 
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financial statements have been completed. 
L. "The adjusted balance for allocation 


Me “Ad Locate Gn Or? as 


"This has been divided as follows: 
1.*Actually paid to members, analyzed as to the time 
which elapsed after the close of the fiseal year 
UBtil the monies were paid out. 
2e “Allocated for payment to members but yet unpaid 
as at December dlst, 1944. 
(This represents the revolving capital found in 
feariy all cooperatives in the provines) 
5, "Payments made or allocated to non-members (in 
Manitoba most cooperatives pay to members only 
and therefore no amounts appear in the tabulation 


under this heading). 


N. "Unallocated (free) surplus. 
| Min the ¢ase of the poultry and honey cooperatives, 
pooling payments made to producers prior to the close of the 
Piseceai*vyoar ere in A, not in M, 
"The statement submitted follows this pattern. 
WAL DOLLS. POIint 1% 18* perhaps edvyisable to.eiye tieitacs 
tual background as to tax policy in Manitoba, as follows:- 


"On May cord, L940, the Inspector of Taxation at 


Winnipeg wrote to this office as follows:- 
"To quelity for the provisions provided for an Section 
4, subsection (p), however, the following requirements 
are necessary: 
(1) "It must be a cooperative company or association 


of the class enumerated. 


av) 


"Tt must be organized on a cooperative basis. 


"Tt must be operated on a cooperative basis. 


es) 
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(4) "It must be operated for the purpose of market- 
ing the products of the members or shareholders , 
or for the purpose of purchasing supplies and 
squipment for the use of its members. 


"It must not market the produce of, -or purchase 


— 
Ol 
Roe 


supplies for, non-members, to a greater extent 
than 20 per cent of the value, of the produce or 
supplies, marketed or purchased for the menbers 
or shareholders, 

‘In respect :to No. 1, the classes enumerated are 
clearly primary producers and the general words "and 
other like cooperative companies and associations”, 
which follow the enumeration according to the 
ejusdem generis rule would extend the exemption to 
Similar groups only and not to every other company, 
no matter how cooperatively organized or operated; 
for example, it would extend to apiarists, hog raisers, 
etc., but it would not extend to an association of 
Civil servants or other urban dwellers operating a 
bakery Or grocery store, Any company incorporated 
under any cooperative legislation where the require- 
ments of the statute have been fully carried out, would 


no doubt be considered as organized on a cooperative 


"In practical application the 20 per cent rule was the 
Only one which was invoked. 

"Ag late as September 1940 a cooperative which had 
paid. in error received,a. refund through this office in 
the amount of some $60 in spite of the fact. that it had 
paid interest on capital stock and had carried all of the 
rest of its surplus for the year in question (unallocated) 


to reserve account, the statutory requirement being of 
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are 
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sourss 10° per cent of the total. 4 memorandum as to the 
position in this regard is attached hereto -~ Reference 
WO4s ds 

"On January 20, 1941, the income of the Minto United 
Harmers Ca-qerative Association Limited was taxed for the 
years 1936, 1937, 1938 and 1939. The assessments were 
appealed and the appeal was disallowed in the following 
terms: 

'The Honourable the Minister of National Revenue 
having duly considered the facts a3: S00. 1 Own din the 
Notice of Appeal and matters thereto relating, here- 
by affirms the said Assessments on tie “erounad . 
that the taxpayer is not exempt under the provisions 
of section 4(p) of the Act, in that it has paid div- 
idends.to its shareholders on the basis of thé amount 
invested by them and hence it has not turned over to 
its members the supplies and equipment purchased at 
cost plus necessary expenses and reserves as pro- 
vided by paragraph (p) of the said section 4, the pay- 
ment of such dividend to its shareholders not being 
a necessary expense or reserve within the meaning of 
the said paragraph; 

"thas by its own admission the taxpayer in the 


year 1958 carried on business with non-members in ex- 


@) 


cess of 20 per centum of the value of the Supplies 
and equipment purchased ° for members; 

‘that as the taxpayer docs not fall within the 
excmption provided in section 4 (ps 
tit is therefore subject to tax as an ordinary corpor- 
ation as provided by section 9 (2) of the Act, and 
therefore by reasons of the provisions of the said 


Sections 4 (p) and other provisions of tho Income War 
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Tax Act in that respect made and provided, the 
Assessments are Need as being properly levied.* 
"In the year 1938 the income available for tax was ex- 
ceeded by patronage dividend paid so that this, point Ls 
actually irrelevant. In end result the assessment of the 
Minto Gooperative disallowed exemption under section 4 (p) 
of the Act, taxed monies set aside to pay interest, also 
taxed monies out of which statutory reserve was provided, 
but allowed patronage dividend as a deductible expense. 
The Sperling assessment followed similar lines. 
(Assessments received recently have also disallowed 
patronage dividends as a deduction from taxable income.} 
M"No notification of the changed attitude of the tax- 
ing authorities as between that revealed in the letter of 
May 23, 1940, and in the refund made in September 1940, 
and that taken in the assessments made January 20, 1941, 
has yet been given to cooperatives generally in Manitoba, 
the knowledge thereof having been confined to the offic- 
jals of the cooperatives which have been taxed, and to 
their legal and accounting advisors. No decision has 
yet been handed down in either of these two cases although 


every endeavour has been made to facilitate such action. 


BY MR. ARNASON: 

Oe ene: [case , in theses statements, you show no 
statutory reserve after 19227 Aan oa 

Oye bun your legislation requires the maintenance of 
Be evacvuteory reserve? he. es 

Q. Is the equivalent of that statutory reserve in 
the revolving surplus? A. Yeo, and the revolving. 
plus in these cases is not allowed to go below the stat- 


utory reserve. Frankly, the statutory reserve in Manitoba 
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ray 


is not as satisfactory as yours in Saskatchewan because of 
rae Tace thabs ire Pron 60 bo 7O per Cene las 
least of the cooperatives in Manitoba are organized without 
capital stock and therefore when the reserve is on the 
basis of capital stock there is an unfair discrimination de- 
tween the two, which, should not,exist..' I] Have been inetan- 
ed to view with a certain amount of skepticism the provis- 
jons of the Manitoba Companies Act because they are obvious- 
ly Gi Scriminetory . 

THE CHAIRMAN: As far as I am concerned, 1 should like 
EO Have time to Look this tabular statement over. lt pre; 


sents a mass of figures which cannot be grasped without 


BY MR. ARNASON: 
Q. Tam interested in the statement that appears on 
page four of your brief: "Assessments received recently 
have also disallowed patronage dividends as a deduction 


from taxable income." Was that in the past year? 


\. Did that ruling apply to cooperatives generally? 
Pow hawecne Intoimetion On thal point, )si%. 
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The Conmission resumed at 2430 p.m. 
MR. PARKER: The first submission this afternoon is from 
Wee (avestock Industry 
A. McoCALLISTER 
President, 
Manitcba Co-operative 
Livestock Producers Limited, 


having been duly sworn 
testified as follows: 


DY. Mie PARKER: 

Q.- What position’do you hold in the Livestock Industry 
of Manitoba? Aw. dam Bresident, of the Manitoba, co- 
operative Livestock Producers Limited. 

Q:- What is the unit on behalf of whom you are appear- 
ing -- the association or the limited company, or what? 

A. The Manitoba Co-operative Livestock Association. 

Q. Is that incorporated under the Companies Act? 

Oo i Sek Li Te 


Q» How long have you been associated with the livestock 


business? A. With the cooperatives? 
QO. Yess As Ten Yours: 


C) 


oe Lig you prepare this Drier yoursaila? A. Not 
exactly, no. It has been prepared under the supervision 
or the board, with our manager as well in consultation. 

O..) HOW Many constitute the board? As There. are 
seven of us. Not all, but most of them have been con- 
Poiced in fonneation with 2%. 


Vem, KGUa read Che Driet? 


THE WITNESS: (Reads): 


"SUMMARY OF BRIEF PREPARED 
by 
Tot LIVESTOCK INDUSTRY OF MANITOBA 


"The Cooperative movement in the Livestock Industry 


had its origin in the dissatisfaction of the farmer with 
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the existing marketing system. The Cooperative movement 
started With the creation of isolated Locals. ‘By 1927 
there were rorty-two. In that year The Manitoba Co- 
operative Livestock Producers Limited was formed. Jt was 

ep Uunton Of Local cocperatives and was tO Dé"s central sell 
me eeent Lor al Pocals and generally to "Lurvner ‘the 
interest of the industry. 

"Tn 1962 °'The Manitoba Livestock Producers Limited’ 
entered into an agreement with 'The Saskatchewan }.:.vestock 
Producers Go-opéerative’ to form a joint selling agency; sub- 
sequently known as 'Ganadian Livestock do-operative (Western) 
Limited. 

"This last mentioned cooperative does alt tune selling 
and remits to the producer the amounts received, less the 
commission charge allowed by the rules of The Winnipeg 
Livestock Exchange, 

WAG Ghe Gnd Of -the’ financial year Ct ire Cooper. 
the surplus remaining after all expenses have been paid is 
a@isposed of as Tollows: 


Wien er Cenh paw DMNvO reserve’ UntIIvaY Pam oF 


a) 
HI 
@) 
109) 
q 1 


$10,000 has been created, and the remainder of ninety 

per cent paid to each of the provincial central co- 

operatives forthwith; the remaining ten per cent is 

paid to the provincial ocoperative at a fixed time in 

the future 

"The Manitoba Co-operative Livestock Producers Limited 
distributes the surplus received amongst its members, in 
accordance with the volume of shipment. Jt also acts as 
an PAL ddnor to the individual producer and 1s 4 spokesman 
for the industry. 

"Strictly speaking there are no comparable businesses 


ith the cooperative. Livestock brokers do work which is 
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Similar to one phase of the cooperativets work. Inasmuch 
as the commission charge is the same by both, they are on 
a basis of ‘equality. 

WTS CCOperabive Submits that it should not be sup- 
yeou GO Tncome “tax. "lbs purposes is to work on a non- 
profit basis. It submits it has been working on that 
basis. If it should be found that this were not the case, 
the method of doing business would have to be changed to 
contorm to its charter and the intent of its members to 
make certain that there would be no profit. In that case 
Roere could (be no Snecome tax, 


eee7eoee#¢ 


"Submission of the Cooperatives related 

to the Livestock Industry of Manitoba 

tO the Royal Commission on Gooperative | | 

Associations and their relation to the 
Income Ta. .AGLS 


ine Need - Dissatisfaction with Marketing Agencies _ 

eNO Numan Inst LUut Lon is created and grows unless 
there is a need on the part of Some person or persons. 
What then was the need which occasioned the creation of 
cooperatives in the livestock industry in Manitoba? 
Before the growth of cooperatives each individual farmer 
dealt with the problem of marketing his own livestock. 
The farmer waited until a drover would come into his dis- 
trict. Perhaps only one drover, would cover the district. 
Then the farmer, an amateur, matched wits with the pro- 
fessional stock dealer. .The farmer tried to get the high- 
CSt possible price for his animal, the drover tried to 
ake the best bargain he could for his.own. benefit. 
Naturally, the drover, with his superior knowledge of 
weight, and guality of the animal and the state of the 


market had the advantage. Usually the drovers bought out- 
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Tient. Occasionally vnsy could be persuaded to sell op 
commission for the farmers but not willingly. The charges 
made for delivering the animal to the packing house, that 
is freight, drover's charge, brokerage charge, were excess- 
ive by the standard now established. when the beast arriv- 
ed at the stockyards, sometimes it was sold three or four 
times amongst the brokers before it was sold to the pack- 
ing house, which would be the ultimate sale. The farmer 
felt that in marketing either way the cards were stacked 
against hin. 


"The Need of an Authoritative Body 
to Speak for the Industry 


oe wecen 


tAlthough marketing was an important factor there were 
other aims in forming cooperatives. Hach cooperative 
acted as a forum for the local livestock producers in which 
they might exchange views and share their respective exper 
jences and knowledge. Again, they felt that the formation 
| of a Jargs body of Livestock producers could. make its in- 
fluence felt in respect of legislation affecting 
industry much more readily than many individual producers 
acting separately. As a unit it was much easier to 
initiate reforms, deal with problems of transportation 
and marketing than as individuals. Through a livestock 
producers organization they could much more readily 
Mp rove their types, of livestock and methods of feeding 


and handling. 


"Commencsment of Movement. _ 

tThe movement towards cooperatives commenced with 
the formation of local associations widely scattered 
throughout the province. By 1927 there were forty-two 
local cooperatives, with a membership of 14,000 livestock 


producers. All were non-profit organizations and had no 


> 
. 

or 
LE a 


Ki BAY at (a 
om) 4 


- 
a ow av oe 


bene eiald Jeanone nate 
ow. hotew, a aaeod xb) 


oe 


site qed ebarem ay, ded Set 


gm soaked 


is ‘Ye Bese si 
101 Avege oO 
“oh oA sia ae LO" 
emiie . Te Ns Bes 
s Ba beso! 
tebe Cee 


ie 
PIs pSptwt Qa 


ORteL BAD 


o 


Y SOnsrLt 


yroeubed 


+ 
«he 


te ‘pRDo ben, 
S208" y onc | 
Bae Lhe ee 


Aa £1 ae 
“3 vies yd a a 
es ey 


PP Oe ay ek niet \ Aeaeelem o 
ig ewe 1eiijeda ‘feel ee 


Diet oe uae i wi - rs ae 
Pr are A och #3 pe ee alta ine & , erre pu a. 
/ Pile ie 


ME 


per 


| 
. 


e815 


~-1941- Mr. McCallister 


share capital. One of the members would take charge of a 
shipment of cattle and deliver it to a livestock broker 
at Winnipeg's stockyards, where it was sold in the usual 
way by the broker and the returns made to the Local ca= 
operatives. It is to be noted that there were many local 
associations which carried out the same functions as the 
local cooperatives, but which never became incorporated. 
The above mentioned forty-two locals were incorporated 
under ‘he Co-operative Associations Act' of Manitoba. 
Subsequently, the Manitoba Act respect ing cooperatives re= 
quired yearly returns to be made to the govemment and a 
fee of 42 paid. Many of these cooperative charters have 
now been calcelled for failure to make returns and pay 
the annual fee. These provisions also prevented the 
incorporation of many new locals and there are, at the 
present time, many associations unincorporated or whose 
existence under the Co-operative Act has been ended by 


cancellation. 


"Creation of a Central Cooperative. 
The Manitoba Co-operative Livestock Producers Limited 


"By 1927 the opinion amongst the local cooperatives 
had become widespread that a selling agent of Ceti OT 
was required at the Winnipeg stocxyards. ACCcorda nel yy an 
1927 'The Manitoba Co-operative Livestock Producers Lim- 
ited! was incorporated under 'mhe Co-operative Associations 
Aett "1925, S.i ch. 'S. The first object was to tserve as 
a selling agency on a non-profit basis for Livestock Pro- 
ducers, Co-operative Marketing Associations, operating on 
a non-profit basis'. The thought of 1lts organizers, “now 
ever, was that it should be much more than a selling 
organization. Other objects were ito be an aericutturas 


organization instituted for the purpose of mitual help -e- 
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to improve methods; reduce costs of marketing livestock; 
to reduce speculation, manipulation waste and all unnec- 
essary transactions of such marketing, to increase con- 
sumption, build up new markets, develop new uses for live- 
stock and the products thereor and so One Tt also Wa 
power to enter into contracts or agreements with other 
similar associations from Saskatchewan and Alberva Wom CoO-= 
operative marketing. It is to be noted that although at 
first the Manitoba co-operati ve Livestock Producers Lim- 
ited was to act as selling agent for cooperative associa- 
tions only, subsequently the charter was amended to pro= 
vice that they should act as a selring agency om a ymon- 
profit basis for Livestock Producers Marketing Associa- 
tions operating on a non-profit basis, whether incorpor- 
ated or unincorporated, for the members Or Suen 
associations, and for other persons. The- practice now is 
that each individual shipper is a member of The Manitoba 
Co-operative Liveetock Producers Limited. The menvper= 
ship fee ig One Dollar and there is no ehere cap icads 

The Co-operative mests annually in Brandon where a board 
OL seven directors 43 elected for the ensuing year. fhe 


business of the Go-operative is carried on by those dir- 


| 
| 
| 


ectors. The province is divided into seven districts, 
the game as is done by the Manitoba Wheat Pool. Hach 
district elects ten delegates to the annual meeting. 

A director is elected from each of the seven districts. 
It is the duty of the director for each district to be 
responsible for organization of all matters relating 

to the welfare of the cooperative or the Livestock indus- 


try in his district. 
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wintver-Provincial Selling Agency created. 
the Canadian Livestock Co-operative (Western) Limited. 


"Shortly after the LRnCOrporatr von “or “une Manitoba CO- 
ObSravive Livestock Producers Timited , %t took advantage 
of the beforementioned power in its charter and made an 
agreement with the Saskatchewan Provincial Livestock qo- 
operative by which they had one selling agency for both 
cooperatives. Accordingly a new cooperative was formed 
for the purpose. This cooperative was known as "Canadian 
Livestock ceehyegevennas (Western) Limited! and was incorpor- 
ated under Part 6 of ‘The Companies Act! of the Province 
OL Neanivoba in L9Se) now Part. 7; “Chap ofsey7 Rh voem. 2 oee, 

It was without share capital and was on a non-profit 
basis. The first object was tto serve as a selling agency 
on a non-profit basis for Livestock Producers Co-operative 
Marketing Associations operating on a non-profit basis, 
and Tor the members’ of such associations and for ‘other 
Dersons and essociations.' It has 2ts head orrice au Une 
city of St. Boniface, in the province of Manitoba. the 
members of this cooperative are the seven directors of 

The Manitoba Co-operative Livestock Producers Limited; tne 
seven directors of Saskatchewan Livestock Producers co- 
operative; and two others, namely, the two last named co- 
operative associations. From this membership a board of 
directors is appointed yearly, consisting of three of the 


Manitoba members and three of the Saskatchewan members. 


"Method of Carrying on Business: 
"We deal only with what happens in Manitoba. can- 
adian Livestock Co-operative (Western) Limited sells only 


for Manitoba Co-operative Livestock Producers Limited and 


its members.” 
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We sell for Saskatchewan as well. Continuing: 

"In practice the local cooperative or an individual member 
may consign livestock to the selling agent. the initial 
returns are made direct to the producer. mThere is deduct- 
ed from the sale price received, freight, feeding charges 
and brokerage commission charges on the basis set by the 
Winnipeg Livestock Exchange. By agreement made with its 
constituent members, the Manitoba Co-operative and the 
saskatchewan Co-operative, the selling agency is obligated 
tO Sell at cost. Any surplus over and above expense is to 
be returned to the two member cooperatives. The division 
is made according to the volwme of business originating in 
each province. At the end of the year the surplus is 
SeGortained, YU per Cent 1S paid in cach and the remaining 
2 per Cent, is paid ab a definite fixed) time an the 
future. The Canadian Livestock co-operative does not buy, 
but is an agent only. It therefore, does not interfere 
with the drovers business of buying direct from the farmer 
herelnberore referred to.  [t has taken. over thet branch 
of the business which was unpopular with the OPover. bia % 
is, handling the farmers cattle on an ASST Oy Pasay | iny 

| sells only for members of The Manitoba co-operative Live- 
stock Producers Limited, but they in turn are not oblig- 

ated GTO sell their livestock through the Manitoba ico— 

| operative or its selling agency, The Canadian Livestock 

Co-operative (Western) Limited. The cooperatives have 

taken over that branch of the drover's business which 

was least desired by the drover and which, in many cases, 

| 7 av Least, he avoided, if at all possible, 

"In the result, the cooperatives now handle about 
| 18 or 20 per cent of the livestock business in the prov- 


ince of Manitoba. The Manitoba cooperatives have active 
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shippers numbering 23,000 out of a hotel. number ain tie 

Province. Of, approxamately 56,000... Thres beneliis nave 

followed: 

tL} "The shipper gets almost. an individual sale of 

has Stock. The. average, sale made. by they co- 
operative selling agency being 1.58 animals. 
Under the old practice the animals were sold in 
cCarload Jote or large sroups., Very rrequenr ly, 
the shipper, who might have animals of very good 
quality, was getting only his average return 
Troim the whole cal ores roup . 

(2) “The cost of delivery to the packing house was 
very substantially reduced. .Taking for purposes 
of Gllustraiion.~. Portage 6 Prag@ie., Weu tenis ueat 
the drovers charge which included freight and 
brokerage charges was $1 per hundred weight. 
This has been reduced to 50 cents per hundred 
weight. 

(4 It has been stated that the agreementor whe sell- 
ing agency is that it shall do Disiness at gost. 
but in the meantime deducting as against costs 
the amounts allowed as handling charges by the 

| rules of the Winnipeg Livestock Exchange. 
‘Approximately 33-1/3 per cent of these charges 
ares surplus ab the.end of the, veer andy are iwe- 
turned to the respective member cooperatives 


as previous indicated. The total business done 
in 1943-1944 was $16,326,972.24, and the sur- 
plus returnable to the cooperatives was 
476,575.74. A table of yearly business done 


and surplus paid over to the cooperatives is 


attached hereto. 
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"[t is a commonplace statement that our civilization 
has conquered the production problem, but that the cost of 
distribution is excessive. The above indicates how the co- 
operating fasneey has made.a substantial effort to lower the 


cost of distribution up to the stage where the meat animal 
is delivered to.the packer... The desirability of attempting 
Chis. recuct ion in.ecost of distributdonwis indicatedsby ths 
directors? report of 1957 to the members of the Manitoba 
Co-operative Livestock Producers Limited at Brandon. It 
was therein stated that in the United States of America 

for the year of 1962 the cost of meat animals at the farm 
was $721,000,000. Delivered to the packing house the cost 
was $861,000,000, an increase of $140,000,000, or 20 per 
cent. Itr is further reported’ thatthe ultimate cost to 

the public was $1,650,000,000 or an increase of #935,000,000 
on a product for which the farmer got $721,000,000, an in- 
ereassuof o01péer cent.;.(Pigures taken» from bukletan 4069 
Ueiversitywyoftolilinois: Agricul turals»Bxperimental.stations 
page 498.) 


“ paepeaiien of the Manitoba Co-operative 
Livestock Producers Limited) _ 


"The Manitoba Fo et ee uaa uae Producers: Lim» 
ited-distributes the surplus after deducting operating sox- 
penses, only as received from the selling agency .amonge the 
Livestock producers, all of whom are members in accord- 
ance with the volume of the producers shipments during the 


year. No reserve is kept. The 1942 and 1943 distributions 


ro 


have not yet been made, owing to the fact that the man in 
charges of this work enlisted. The task of meking the dis- 
tribution was given to Hollerith & Company at Toronto and 


it is expected this will ‘be completed in a couple of 


months. The distribution of the annual surplus, of course, 
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Le @ Very Minor task and the enerzgics of this body are: now 
enietly directed to evolving plans for the benefit of the 
industry: educating its members, initiating or supporting 


2 
favourable legislation, improving stock, methods of feeding 
and Geandling., This ise indioavsd by the supjectis discussed 
at the annual meeting. The 1937 minutes indicated a long 


discussion took place on market boards. In 1934 'The 


Natural Products Marketing Act* was discussed. Ab every 


a 


annual meeting the question of boys and girls calf and 
Swine ClupS Ls under discussion... Im 1966 it Le noted 
that the establishment of assembling yards for the indus- 
try was under discussion. In 19388 the president was made 
eneairpman of a committes to study ‘the production, tranc- 
portation and marketing of livestock by the lesisiature. 
Po Loo a ACL respecting cransportation’)) packing ecu 
aoe ond marketing the natural products was approved. (in 
the same year freight rates were discussed. Instructions 
were given to have a pamphiet issued with advice and dir- 
ection as to how best to prepare stock for shipment. A 
newspaper is published by the Manitoba ooperatives, or 
under their authority, which is sent to every member. A 
perusal of the proceedings of the nnual cetings indic- 
eoes thet wey ars treated more in the nature of con- 
ventions of those interested in the industry than as 
annual meetings of a business corporation. This phase 
of its activities probably contributes as much to the 
welfare of the industry and the country's production in 
poe Sesult as docs the selling agency.‘ 

T would call attention to this fact, that the pack- 
ing factor in our whole cooperative movement is the most 


valued part of the movement. Farming is a hazardous occu- 


pation. Farms are isolated. But we find that there are 
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thousands of men and women giving their tims, some of them 
ith some remuneration, many without remuneration, on these 
boards of directors. We would hope, therefore, that the 

ZzOvernment woula hesitate before increasing the income tax 


on the earnings of unpaid dividends. Continuing: 


"Comparative Position of Jompeting 
£rivate Corporations. 


"One can hardly say that there are any businesses or 
persons on a comparative basis with the cooperatives, which 
interest themselves in all phases of the industry -- sires, 
dams, breeding, feeding, preparations for shipping, trans- 


portation, as well as marketing. Two classes of persons 


The drover 
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are interested in parts of these a 
and the livestock broker. The drover still carries on his 


bs} 9 acy ra 


bUSiNess O1 buying direct from the farmer, with such or the 
farmers as desire to do business that way. The shipping 
and delivery of cattle on an agency basis never was a 
desirable business to the drover. One may say, therefore, 
that there is no interference with the drover's business, 
except perhaps to say that farmers who did not like doing 
business in that way were formerly compelled by the stress 
of circumstances to sell to drovers and now the drover has 
most toeir business, 

"SO far as the livestock brokers are concerned oie 
Selling agency of the cooperative charges the same in 
the first place. The selling co-op. pays expenses, 
including salary to the manager and, on an average, 


returns to the customer 33-1/3 per cent of the total 
Selling charges allowed by. the Winnipeg Livestock Rx- 
change. The competing business pays all expenses, pre- 
sumably -- including a salary to the manager owner, and 
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on the same basis, has left over, no doubt, 33-1/5 per 
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cent of the charges for himself. . The brokerage business 
privately owned is run primarily to return as many dollars 
to the manager owner as is possible. The cooperative sell- 
Peneywie! run on) the,basis of givine.service bo.the 
livestock producers, [trmay well, be, therefore, thay, the 
manager owner has more than 33-1/3 per cent left over for 
himself. It may further be added that from the standpoint 
of a member of the cooperatives, these two selling agencies, 
on one hand the cooperative, and on the other hand, the 
private agency, have the following relation to him. The 
cooperative selling agency is his servant, giving him the 
service which he requires, and for which the livestock 
producer is willing to and does pay appropriately. On the 
other hand the previous system of selling through drovers, 
left the impression with the farmer that he was a victim 
of the system and. compelled to take from the drover what- 


syer portion of the ultimate sale price he was willing to 


"Should the Government Attempt to make Co- 
operatives subject to Income Pax? 


"The cooperatives for handling primary products do not 
presently pay income tax. This Commission has, as part of 
its duties, to decide whether the cooperative should pay 
income tax or not. There is a widespread opinion amongst 
primary producers that in the long run all income taxes 
are paid by the producer, particularly income tax paid by 
dealers in the primary products. This point is not 
stressed, as undoubtedly, it will be laid frequently before 
you. Two points, however, are emphasized, 

"The first is that owing to the many benefits to the 
industry and the country's production from the other 


activities of- these livestock cooperatives, given before in 
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detail, it is to the general benefit that cooperatives be 
encouraged to continue their activities. Tt is submitted 
this is so even if such encouragement included exemption 

from income tax, The greater production of ths industry, 
attributable to the efforts of the cooperative, must re- 

sult in substantial increases in taxation to some part of 
the community. 

"In the second place these cooperatives are all 
OTeani zed On a non-profit basis or a business at cost basic 
aS ereabedyin Umeir charter. .Tf they Jive up to the prin- 
ciples of ythat charter, with no profits, then there can be 
no income tax. Finally, there is no legal or other method 
by which a cooperative company, or an individual, can be 
compelled to make a profit out of a business.. These co- 
operatives are organized on a non-profit basis. phey are 
honestly, faithfully and conscientiously carrying out the 
intent,of their founders, or so. they believe. The co- 
perative has chosen to carry on business in a way which 
disrupts as little as possible the business practices 
established in the livestock industry. It deducts a sell- 
ing commission in the same amount as other brokers and ag 
fixed by The Winnipeg Livestock Pxchange. after deduct- 
ing expenses the surplus is retumed to the producer. 

NnOwever,. assume for the moment, thas ib should be 
held by some authority that the cooperative is mistaken 
and its system of carrying on business is producing a 
profit which may be termed income and is therefore tax- 
able. What will be the result? In order to conform with 
the principles enunciated in its charter, a method of 
doing business would have to be found by which it would 
be made certain that there was no profit. Dealing with 


this industry, that can readily be done. All that is 
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necessary is that Canadian Co-operative Livestock (western) 
Limited cut the brokerage charge one-third or Jd-1/3 por 


cent. 


"In presenting this brief the livestock producers 


would not wish the Commission to think that they are adopt- 


ing their position through an aversion to paying taxes. 


We realize that large taxes are necessary to carry us 


through this national emergency. we also expect that high 


taxation will be necessary to carry the social. burdens Or 


a modern state. ach individual livestock producer is pre- 


pared to assume and Pay Mes eincome tax, the same ag every 


other member of the community. The individual livestock 


yy 


producer does say that by agreement with his agent, the 


cooperative, the surplus in the hands of the cooperative 


is the property and part of the income, of him, the indiv- 
idual, and that Surplus should not be considered the prop- 


erty of the agent cooperative, and should not be taxed ag 


though it were, 


"Genadian Livestcck Co-operative (Western) Limited 


"Manitoba Co-operative Livestock Producers Limited? 


eoeee 


Our auditor is here and any questions (on Dookkeeping 
PeVOuld refer to bim.: Tam Just a farmer and am not 

familiar with auditing, and I would prefer that our auditor 
be asked any questions in connection with the auditing of 


the books, 


~ 


Q- On page ten you Suggest that should it become 
Necessary to tax cooperatives a way would be found of meet- 


ing the situation by cutting brokerage Charges. "Tf that 
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can be done so readily, why are these extra charses made at 


the present time? What good purpose is served by making an 


(try 


overcharge and then paying it back if it can be done the 
other way so readily? A. The reason is that throughout 
the cooperative movement we never cid intend to disturb 
already fixed charges which are considered fair by the 
livestock exchange and agreed to by the Department of 


Aericulture. It was simply that we did not wish to dis- 


> 


turb that practice. If we did disturb it we would be dis- 
turbine & lot of other things relative to, livestock. 

Q. But you are prepared to create that disturbance? 
Ni the Lee CO rCed. Upon “US. 

Q; Rather than pay income tax? Ay” On 2 oRon= C1 Or ve 
basis we would have to do it. We are organized on a non- 
profit basis and we think we are living up to it. However, 
if Abie Tound that we are not, we shall’ Ds tarecd, inte 


the other position regardless of income tax. 


Q. Suppose you did cut the charges to two-thirds, 
how would you then obtain the necessary capital to go on? 
A. In the livestock? We have no capital. We do not re 
Wire Capital to any extent to carry On anvacency. 
| Q. But you have been deducting? Aa (That) Tee 
ferred to in the selling agency, Wester Limited, not 
Manitoba. That is on the revolving door plan and that 
Will be paid back. 
Q. You have a revolving door plan’? A. On Western 
sales, yes, but not on Manitoba. 
BY MR. PARKER: 
O.;.Ab.the bottom of page Mine you say; . win tie 
| second place these cooperatives are all organized on a 


non-profit basis or a business at cost basis as stated 
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in their charter. If they live up to the principles of 

that charter, with no profits, then there can be no income 
Des, LS Tt True, vo your’ Knowledge , * that Some au least 

of the cooperatives around here are not living up to thet 
provision of their charter?’ ~T do not wish you to méntion 
ely tenes, DULL” te thateurue? A. I would suppose that 
groups of farmers, untrained businessmen, would be liable 

to get away from the hard and fast road, but we are gradually 
getting to the place where we hope that in the future if not 
at present we will be on the hard-beaten road and properly 
Organized as cooperatives. YT would go so’far'as to admit 
that in the past -- 

Qe) LO Dave “been a) LicctLe careless and have. been 
slipping? A. Doubdtless there has been carelessness and 
Pack OL DUS Ine sS8 training. 

Q. Turn to Schedule’ S to the brier where vou set out 
the by-laws. Ae In dealing wreh This > would eremeim ig 
FOU Would “tars! our auditor to task. 
as Tole Vs notvan avdrror a Cue Strom wn barn To 

ponedule 6 TOr a moment. There you set"out section IMegtor 
ine Companies Act and in clause’ (dj of section’ y-we Pind: 
mIt the by-laws of the corporation so provide, by dividing 
the remainder amongst the members and patrons to each in 
the proportion that the total volume of such business bears 
to the volume done by him or so that apatron's portion be 
not less than 50 per cent of a member's portion, and not 

by crediting the amount to be distributed to each patron 

| eo Tis account, and so from year to year until the par 

value of one share of stock or one membership fee, as 


+ 


the case may be, has been accumulated, whereupon the 
patron shall be a member and entitled to receive a fully 


paid-up share or membership certificate. What I would 
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Chul GO.yOUrebbentionvas this.) “Tfthat proviston isé¢ars 
ried into effect, so it seems to me, it makes every man 
that does business with you of necessity a member. Suffic- 
lent proceeds from the sale of his livestock are held back 
so that he is almost forced to become a member whether he 
wants to or not. po you see what I mean? A. Yes. We 
have provided that from surplus earnings, as mentioned, we 
retain a portion of his dollar or the whole Col Lar. Direc ns. 
he in turn does not wish to become a member and informs us 
it is sent to him and the account is cleared UD. 

Q-. When is he notified, after the first shipment of 
livestock or at the end of the year? A. I would imagine 


at the end of the year. I am not familiar With the book- 


Q Suppose a man sends a shipment of livestock in 
March and the annual statement comes out at the end of the 
year, December, nine months later, such a man would be a 
member, of...the association without ever Knhowine at? 
ee WeweGe Ley nyo cirou' la ties a tea nb the "Co-operative, which 
hi CATIIGS MOLLE CAC ONY Of Bhat 
almost weekly. We do try to inform them. We aim at giving 
information so that farmers will be better informed than 
has been the case in the past. 

Q.- Will you instruct your auditors to let us have 
the financial statements for the last four or five years? 
&- I dontt know what the ramifications here would be but 
we could suggest that he prepare anything that might be 
required by or be useful to the Gommission. we is here to- 
cay; and I would suggest that anything having to do with the 
Set-up of the finances be referred to him. 

Q. Perhaps he will take a note that the CGommissjon 


requests him to prepare and send to us copies of complete 
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financial statements from 1938 to date. A. Doubtless he 
will do that. | 
BY MR. NADEAU: 
Q. Gould we have a complete set of your by-laws? 
LP We We be eyed aio wive: it. 

Q. For both the Canadian Livestock co-operative and 

the Manitoba? Aw fea. 
BY MR. ARNaSON: 

Qo. Would you mind developing a little further the 
point that was raised by Mr. Parker in his last question to 
you with regard to the retention of earnings arising from 
non-member business and the crediting of those earnings to 
the non-member until he has an amount equivalent to the 
membership fee, whereupon he is made a member. will you 
tell us a little more in detail why that is done? I might 
say that at previous hearings one suggestion that was made 
was that the policy should be to relate as closely as poss- 
ible the customer's interest to that of the member, so that 
any customer who contributes to the volume of business by 
lowering the costs of doing business benefits thereby. [t 
doss not necessarily follow that you may have had the same 
idea in mind but I was wondering whether you would develop 
EPiat A little furtners A. If my memory serves me right, 
we have not had a person yet, to my knowledge, notifying us 
that he did not wish to become a member. Throughout the 
country it is thoroughly understood, and we have tried to 
make it clear, that this was the policy undertaken by us. 
It is a simple method and we follow it possibly because 
it is the line of least resistance. Jt has its advant- 


segs in view of the fact that we have no records. The 


a t> 
earnings of most of them on one or two shipments are very 


small. It is earnings left over after expenses are paid. 
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T don't know that I can go very far into it except to say 
this. To ny knowledge we have not had an individual, out 
of the 23,000 members who are shippers to our association, 
who has said that he did not wish to become a member. 
cannot recall any person up to the present time notifying 
us to that effect. go that immediately a shipment Othe ea! 
a credit is set up as though he had been a member for ten 
years. He is automatically made a member and we have not, 
to my knowledge at any rate, had one man write back to us 
saying he did not wish to become a member. [It COUN DE, 
as Mr. Parker suggested, that fifteen or twenty cents or 
a ‘dollar could be held back for nine months or a year. 
It would be possible, but it has not been brought to our 
attention. 
‘BY MR. THOMSON: 

Qo. The cooperative acting as selling agent for you 
on the Livestock Exchange at St. Boniface is actually a 
commission merchant. Isntt that so? Nisin Le WOU LG) 1G 
say yes to that. -If you would.permit me to answer the 
question in my own way, I would say that as regards the 
livestock yards in St. Boniface I think every farmer in 


the country is free to consign a shipment to his own 


oer, 
@) 
By 


ord T owmiald Viti wanted; or any other carne tua 
country could go there and sell livestock; but we have 
neither the time nor the experience to do that, and it 
would be expensive. So we prefer to hire men to do it. 
These men whom we hire are on salary. J am not sure [ 
can answer yes or no, but these are the facts. We hire 
a man to do the job because we have not the time and we 
ao not Teel that we are as-capable, 


Q. But you have offices in St. Boniface. Is not 


that the fact? A. The Western Limited? 
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Qs Yes. A. Yes. 
Q- And you are a member of the local livestock ex- 
change? Ae Yee. 


Q- Subject to all the regulations of that exchange? 


Z- and tbat exchange in turn is subject to the regula- 
tlons set up by the Livestock and Livestock Products NCU, 
1959°? Asm DT suppose tt ae 3 

ao. 100 Tave seen that’ Act? Ra OU ea OG Sei Ea 
with it, but I understand it is subject to ratification 
Dy "the “Department oP “fericulture, 

oe “ia eh ehines? Ais “YES 

Q-» What would you say "all things” would include? 
Woet-do you, require ratification for == tariffs and charges? 
Cae refer Lo viem as such, 


#” 2nd the method “of ‘handling cattle> Be ON OLS, 


Q- and the health of animals regulations? fet) NOR 

Q- Then you charge the Commission laid down by the 
exchange, which is approved by the Department of Agriculture 
et Ottawa? Ae I think'I made that clear, 


Q- and the same tariff is charged by the commission 


merchant? Ae Yes 


ae DO Vou pay income tax? Ase DO you mean the 


On es. As? There! 2s mebhane wo pey income ar son: 
Q- But you return 33-1/3 per cent on the total cost? 
Pm rr recticaliv. so now. 


Q. Without deducting income tax? Ae YCSe 


Q- But the commission merchant pays income tax; 


@) 


isntt that so? Ae I, OXpseeh sa. 


Q- You state that at one time in the history of Canada, 
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usually the drovers bought outright, and occasionally they 
could be persuaded to sell on commission? Nei eae. 


@. The commission idea was preferred by the farmers? 


Q. Do you in your practices handhe on a cooperative 
basis cattle shipped, calves or swine, for non-members? 
A. You are referring now to the Western Limited? 

Q» Iam talking about the commission business on the 
exchange. A. We Seli for anybody that, G@ends stock "to Us. 
OS DGlyou sell Tor {hem on. 4) coopera hive waar. 

A. You might say possibly -- I dontt know whether I could 
ancwer that Go your sauvisiaction or nou. 

OO. 16 there anyone here whe could anewer what stor 
you? A. Yes. Ourmanager could) anqwer tin ereave: 
petal than TE oan. 

O- I would like to have that question answered, 
BRotner Qquesbion arising out oF that Lf wouldaleo Mike. ce 


a 0 4 » Qeee > 
ask the manager. 


MR. SGaRTH: Do you want the manager in the box now; 

Nits THOMSON: IL am not ‘ealline iim, 

WR. SCARTH: You can inguire of the manager, 

TH CHAIRMAN: No. Put the witness in the box. 
F. H. DOWNING 
Manager, 
Canadian Livestock 
Co-operative (Western) Limited. 
having been duly Sworn 
testified as follows. 

| BY MR. THOMSON: 
®.- You are Manager of this business? Aw Yess 


QO. De you sell cattle on 4 cooperative Basic itor 


Others than the primary producer? A. For Manitoba? 
Q. Anywhere? A... LOS me, explain thie... wa 
| 


{ 
) 
| understand it, Mr. McCallister was presenting a brief 
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for Manitoba. In so far as that is concerned, the answer 
18. 010’. 

Q- You do not sell for non-members on a cooperative 
basis? Ax QGOrTect. 

Q- In Manitoba? As fOr Manitoba, 

Q- Do you sell for non-members in gaskatchewan on 
a cooperative basis? be Nee. 

Q- Who are those members and how do they obtain their 
livestock? Are they primary producers of livestock “or! are 
they drovers? A. There may be some drovers. They are 
iareely producers. 

Q- But there are some drovers from whom you buy 
cattle and with whom you deal on a cooperative basis? 
ie ee ee GLI 

THE CHATRMAN: Have you any questions, Mr. gcarth? 

Mk. SCARTH: - No; that is all, 


The Examination of A. McCallister resumed 


BY MR, THOMSON: 

Q I would like to know the meaning of the sentence 
that begins in the sixth line from the bottom of page 
eeven: “in 1958 it is noted that the establishment of 

assembling yards for the industry was under discussion,” 
What do you mean by assembling yards? A. possibly I 
could illustrate it by referring you to such a centre as 
Brandon where we assemble livestock and forward it. 

Q@- But not stockyards in the accepted term -- not for 

resale there A. Some. 


Q. On page eight you refer to the *comparative 


position of competing private corporations.* [I assume you 
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had in mind the commission merchants as private competing 
corporations? We Yes. 

Q- You lay stress on it: ‘One can hardly say that 
there are any businesses or persons on a comparative basis 
with the cooperatives, which interest themselves in all 
phases of the industry -- sires, dams, breeding, feeding, 
preparations for shipping, transportation, as well as 
marketing." Have you made any investigation into drilling 
tO) OA? Bre ONO'S 

Q Have you made any investigation into the manu- 
facturing of automobiles? A. No. 

Q- But you do make investigations into breeding, 
feeding and so on, as mentioned here? Ae Les. 
| Qe There’ is nothine pecullar’ about your interest in 
your own business? tien NOs 

ae Thererore’ there is'no reason why stress should he 
pat on that? A. There is a difference between the: co- 
Operative and the commission merchant. we do that and to 
aly @<reap- extent’ they do’ net do Wt. 

Q- On page nine you make the statement *that the 
manager-owner has more than 33-1/3 per cent left oer for 
himself." 

Mie OURhia: It may well be, 

BY MR. THO MSON : 

Q. "It may well be.* You know that you can only give 
back 56-1/5 per. cent at cost selling? A. Yes: 

Q- Is it fair to make the statement that he can do 
business better than you can? wo hea 

a In view of the fact that he pays income tax, is 
it fair to say he will have that left? As. He GOULa 
have. 


Q- But do you say that he would have it? 
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AS There is)so mich variation in his SOL bt oreo a6 
business. 

Q- Is that an admission by you that the commission 
merchant can do better business than you? Ae T OnLy 
Know what we can do, and he may do it better than we can. 

Q- Are we to accept it from you that you believe he 
can do better than you can? As ZEUS possible he oould. 
We have no comparisons other than our own business. 

QQ. Om page ten, towards the end of the second par- 
agraph, you say: "Dealing with this industry, that’ can 
readily be done. All that is necessary is that canadian 
Co-operative Livestock (Western) Limited cut the brokerage 
charge one-third or $3-1/3 per cent, and would have noth- 
ing. Would you assume that your competitors could stay 
in Pusiness agdinst) that? A. J] dontt know. It would 
GePpSnG On veel Pabi Lity to) da business: 

Q@- On what basis was the tariff at the yard set? 

A. Ihave no idea. 

Q@- Have you any idea as to whether it is fair or un- 
ris a Se A. TO US it 1S an excessive charge. 

Q» To those who do not pay income tax? 
=. O@ranyone else. It does not eosh Sl 7000 S61 malaae of 


livestock, 


Go, Whey does it cost? A. J only know what it 


Ge ‘Whetdoes it ‘cost you? A. Two-thirds of that. 

Q. wosthirds of $17; but again there “ave no 
deductions from that? Brac) NOce 

MR. SCSRTH: I think Mr. Downing misunderstood the 


question that was asked: “Do you buy from brokers and 


drovers in Saskatchewan?’*. He would like to correct ite 
| 


You were asked whether you bought cattle from drovers in 
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saskatchewan. 

MR. DOWNING: The question, as IT understood it, was: 
"Do you sell cooperatively?" that is the question as J] 
understood it. We buy no cattle either cooperatively or 
in any other way. 

BY MR. THOMSON (to Mr. McCallister): 

Q- The question was, do you deal cooperatively. 
A. That is using another word. 

Q.- Do you act as commission agent in selling cattle 
cooperatively for a man who is not a member of your 
association? A. That is the way I understood the ques- 
tion in the first place -- do you gell cooperatively. The 
answer is yes.) But if you. say,. do you, buy,, thas, is 
another question. I answer this question, "Do you sell co- 
operatively?" affirmatively. 

3+ From whom do you obtain cattle? Is he a drover 
or a primary producer? A. [It might be either that we 
sell for. 

Os VOyyeu seilelor Ggrovers? A. Yes. 

Gis WHO.-are not..primeary producers. A. I would not 
pay that. You cansay that,,but I woulbd mots say it, 


Qe DO you know? A. .I would not answer that yes or 


De sehen you: don't. know? Aw» NO, .Lytdentt knew. 
When a man brings a load of cattle we don't ask him 


whether he has had them a day or a week, 


Q- Do-you know these drovers? A. gome of them, 
yes. 
Q.- And they continually do business with you? 


he Be 6xplicit.. We.sell for them. 1 want to be clear. 


Go 


C When I say do. business with you, I mean within 
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the scope of your business, which is selling for or 
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buying? Aa NOs Of, Svop there.) ‘Thah ieywhab you 
introduced before, 

Os 2 Oveton t.puy, for, your order? Ae» NO. 

ed ie Ol, Juss. Se)? An, YOU, Said, *you, dontt buy son 
Order rs, Lhat. 1s another. thing’. 

Owe lL,. answer, it, 


QQ. We.buy on order but we dontt. buy Tor our own 


Q.- Let us come back to the question I want to know, 
Do you.act, as agent on a cooperative, basis. for men who do 
not produce the things that they sell? A... 2. Would nave 
to ask you what you mean by produce. 

Q. Men who are not primary producers or feeders. 

Be. Wevsell tor and purchase for menuwho, Dring, in weautie 
who may or may not breed and raise the cattle. 

Q. tf they have not bred and raised the cattle do 
you know whether they bought them last week or yesterday, 
or when’? Be. We Gon'tt deal with, that. 

Q. You do not deal with drovers at all? yaa aN 
aqontt put words in my mouth, 


Hen when. YOU Will not say You..€O Cn O nol eee. : 


drovers who are just drovers? he UWE Serre 
QO. Answer that question. A. dust @ moment -= for 


weovers Wi0 ore just drovers? Is there eny suchen. 

Dae eyoon o Knows LE am esking vo", Ae Comes. 
know either, and that is why I won't answer that question 
ves or No, 


Q. You say that every person who brings cattle to 


your yard for you to sell on an agency commission basis 


fos DPinary producer or feeder? Fen. OTR! Se 
Q. Then some of them must be drovers? A. mgqhey 
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might be. 
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BRISP SUBMITTED ON BEHALF OF 
THE LIVESTOCK COMMISSION MERCHANTS OF WESTERN CANADA 


MR. THOMSON: I have been requested by the Western 
Canada Livestock Commission Merchants, independent of the 
cooperatives, to file with your Royal Commission submiss- 
ions in keeping with their way of thinking. [I have avoid- 
ea in this Drier any Statements of fact that cannob be 
established by documents available to the Commissiony with 
the exception of page two, the second paragraph from the 
bottom of the page, which has been substantially dealt with 
in the last submission presented by Manitoba cooperatives. 
This was prepared ’*on -very<short notice and Tvtried) togert 
io intowkegina by the 29th. I had about four days so that 
my Ssubtiissions were acquired largely by telephone .\\'! Pf was 
instructed by telegram Tromicaligary) oy Velephoie iron 
Edmonton and Saskatoon and by telephone from Winnipeg to 
Hub something in which would at least “keep the dcor ajar 
Wntil something further could. be submitted.’ In viewsor the 
poet that Lsam submitting this as: solicitor, ‘andsentirely 
wishing tO avoid statements of fact, save and except that 
contained in the interprétation section of the submission, 


I have avoided such statements. 


"intlerpretation: 

"ror purposes of this submission, reference is made 
mo Tne Live Stock and Live Stock Products Act, 1930, Ucize 
3, Geo. VI, Chapter 47, Part I, at Section la, - 

(b) ‘commission merchant! means any person, partnership 
Or corporation engaged in the business of negotiating, for 
a commission, purchases or sales of live stock at a stock- 
word. or arrivine.at or for delivery to e@ppackerts yard, 
and who expends or receives moneys on behalf of a pur- 


chaser or vendor; 
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“(c) 'tCooperative association! means any organization of 
producors engaged in negotiating purchases or sales of 
hive ab0Cr, Lor a COMMISsion, at a-stockyard On erri vie 
at or for delivery to a packer'ts yard, and which accounts 
for moneys expended or received, less marketing charges, 
to members of the association; 

(2) "Live stock exchange! means an organization of per- 
sons engaged in the business of negotiating purchases or 
sales or buying or selling Live stock on a stockyard and 
the membership of which consists of at least three or 
more commission merchants, and/or cooperative associa- 


Eons: 


“Commission Merchants: 

*Commission merchants in competition with cooperative 
associations operate upon the live stock exchanges of 
western Canada and so have a vital interest and concern in 
tne investigation and findings! of your, Gommission. 

MAccordumely...iit as suggested vom. benait) Or hegmaom— 
mission’ merchants that they, deine mostly interested ain 
elause-(c)rof the subject matter of your inquiry , \mequest 
a hearing on behalf of themselves and be permitted to 
attend before your Gommission in person and/or with 
counsel in such 4a manner as may be expedient in assisting 
vou wo Wwiderstand their particular business, and ive 


relation to cooperative associations. 


"Method and Regulation of Business: 


*Gommission merchants and cooperative associations 
are buyers and sellers of cattle for a commission, oper- 
ating upon local exchanges and are governed as to charges 
by the tariff set down by the local exchange, and as to 


conduct by the rules and regulations of such local ex- 
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iy) 


WTarLit eid. resulations are subject to the approval 
of the Minister of Agriculture at Ottawa and all commission 
merchants and cooperative associations must, under section 
17, sub-section (1) of The Live Stock and Live stock Pprod- 
UcuUB hou, 2959, be members of the local livestock exchange 
where three or more commission merchants and/or cooperat- 


ive associations carry on business. 


“Comparative Marketings: 

"Cooperative organizations in canada in 1943, dealing 
in livestock, handled 17 per cent of the total commercial 
marketings of cattle, calves, hogs, sheep and lambs. (See 
cooperatives in Canada, 1943, Richards and Lalonde, page 2). 
From this it is seen that 83 per cent of such marketings 
were effected through other channels and a substantial per- 
centage through commission merchants upon the livestock 
yards throughout the dominion. 

"lt would appear that producers representing 83 per 
Cont of the livestock marketed in Ganada in 1943, evid- 
enced dy their marketings, chose to sell their animals 
through marketing services, paying income tax to the 


common treasury. 


iH} 


[t is not argued to the contrary,. but 
truly believed by the commission merchants, tht the 
producers of livestock wish no exemption from obligation, 
but rather desire to associate themselves in the carrying 
of all national burdens. 

"In 1945, 225 of the 8535 cooperative associations 
were busied in the marketing of livestock and $62,839,580 
of the totel sales of $295,499,274 resulted from such 
industry. 

"There are in western Canada nineteen commission mer- 
chants, being companies, partnerships or persons registered 


as commission merchants with the Department of Agriculture 
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at Ottawa. There are three cooperative associations 
registered similarly with the Dominion Department of 


Agriculture. 


“Submissions 

"The commission merchants respectfully submit that the 
Same expenditure on the part of the Dominion Treasury 
eliecrpiye in education, trading, and prote¢tion venci it Goun 
cooperative and commission merchant alike. The commission 
merchant is and has been the trustworthy agent and friend 
ot) the, producer and fecls thet the praducér is ‘entitled te 
bie best that can be given him by his country in the way 
Or privilege, but in return he must pay tax as do all 
others in fulfilment of the obligation associated . with 
Priva less. 

"Although it might be argued that conditions have not 
changed since the exemption of cooperative organizations 
Pook place, i cannot be argued that the comtinuence of 2 
wrong will eventually emerge in the creation of a right. 

"Another illustration of danger occurred in calgary 
and in Edmonton, when the Alberta Livestock Co-operative 
Association purchased two successful and poing concerns 
in the commission merchant business. Immediately upon the 
purchase of these organizations by the cooperative tax was 
extenguished, yet we have no reference to indicate that 
the power to vote expenditure on the protection of this 
particular cooperative had been Similarly extinguished. 
ee sait having lost its savour, wherewith shall beat 
salted? 

"The cooperatives, having immunity from taxation, 
are enabled to unfairly compete against other commission 


merchants and among many possibilities within the scope 
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of their administration is power to pile up reserves in 
order to indulge in facilities beyond the reach of the tax- 
paying commission merchant. 

"Then, too, the obvious continuance of thig inordin- 
ate practice, there seeming to be no tterminal facilities! 
to their program, and the activities of the cooperatives 
Seem to have no end, it is quite conceivable that such 
practice might continue until we all become cooperatives 
tax exempt and then from what source will revenue De 
obtained? Their power may grow and continue te such an 
extent that by the power of their vote they can place 


burdens upon their competitors too heavy £Or such tom- 


"The growth of the individuals employed by ‘the: co- 
operatives and their education have been the Pe stuary (Or 
State expenditure but they, in turn, having been so 
educated can turn upon their benefactors and destroy them 
Pi hei it Wusinesses, 

"LOoking forward, the time may be within view when 
the ability of the remnants of the trading industry will 
be diminished by the continuing immunity from taxation of 
such cooperatives to the degree that they will no longer 
be able to take their place in the industrial life and well 


being of the nation, 


“Based on such facts and possibilities, it would 
appear - 
(1) "That failure to enforce payment of income and ex- 
Cess profit taxes by cooperatives who operate as commis~ 
Sion merchants cannot longer be justified on economic and 
equitable grounds; 


(2) "That it igs detrimental to the public interest; 
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(3) "That it involves discrimination against commission 
merchants in competition with them, but being compelled 

to pay such taxes; 

(4) *That generally the liability for and extent of such 
peyments of taxes by the cooperatives should be determined 
on precisely the same basis as that governing commission 
merchants in the carrying out of their duty and the paying 
OY their taxes. 


"This is all with proper and due respect submitted." 


oo 2 ees 


Since the preparation of the brief, I would ask to be 
allowed to say a few more words eee the opinion of 
those for whom I speak. 

They feel that. the nation is faced with requirements 
mot Ogly Tor the continuance of the war Dut in respect 
of rehabilitation, and it is their view that, having re- 
gard to the great need that exists, inequalities should 
disappear. They feel that democracy is CoO0perative, Due 
o> is also their submission that cooperation imposes 
moon all the duty of following things through not only 
to the sweet but also to the bitter end. They cannot 
understand therefore a cooperative company that is 
fmi7ed in Obligation and unlimited in privilege, 

Where does this sat of thing end when what claims to 
be a partnership is limited as to obligation? How can a 
partnership be a separate lesal entity from the persons 
of the partnership? 

A great deal has been said about handing back profits. 
If that were the practice in private enterprise, where 
would the profits go which make possible invention, explor- 


ation and, discovery? Among the many types of individuals 
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there are two I have in mind particularly: the one who 
spends his days in most luxurious idleness, and the other 
in most profitable leisure. The inventor is one of these. 

If private corporations have no money, how can they 
allow the inventor to sit with his feet on his desk and 
ponder problems? He seems to be idle, but it is not idle- 
ness; it is leisure that will in time yield its Prolits 

This morning a gentleman produced a brief for a co- 
operative and stated that they took the place of jobbers in 
the oil business. As I understand the business, you have 
the producer, the refiner, the wholesaler or the jobber, 
and then you have the retailer and the consumer. As tar 
as the cooperatives are concerned, they have got to the 
Pea eiravum or! that DUSiNess, “uamely. the Mopber. ane 
bast 15 50, why not further? The. reason 6 copvious. 

Only by profits can you own a well; only by prot lus 
can you put up equipment to refine the oil; and if it had 
hot been for the profits these people complain against they 
would have to go a long way further than the jobber to get 
oo), 17 atviany time they got it. 

It would appear that the cooperative movement is 
building a nation within the nation. 

I am alarmed by the very skill of these men who are 
carrying on this work. If by their skill the process is 
hastened and we get it over quickly, that may be all to 
the good: we shall not realize too suddenly what has 
happened. And these men have the capacity to carry the 
nation to that state. perhaps we shall find ourselves in 
the quandary of the man -- there is one in every village 
in the dominion; there was one in my home town -- who built. 
a dDoat in his cellar in the winter and in the spring could 


not get it out. We may be building here a boat which, when 
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the spring comes, we shall find it impossible to launch. 
There is an old fable of the [Indian chieftain who 
took home a Bengal tiger cub believing it was a lively little 
pew for Nis children.: Eventually it grew. .s0 large that ib 
devoured the household. Are we facing a similar experience 
here? I am speaking for the farmer, and with some authority, 
being one myself, when T say that the day may come when the 
farmers will say, “Yes; we were tax free; but with what 
price bought we that freedom?* JI thank VU Shiny. Eenrd.% 
MR. PARKER: I am too overpowered to ask any questions. 
MR. SCARTH: I presume statements will be filed in the 
same way as with the cooperatives,from 1938 on. 
MR. THOMSON: I have no objection to filing any state- 
mene, DUL Meus not the taxationwert independents that is 
Mnder TevLlew; it is the taxation of cooperatives. 
THH CHAIRMAN: The only reason for it would be the 
comparison which we are asked to draw. 
MR. THOMSON: The fact is judicially noticedy nomdou bt, 
that we pay taxes and they do not, and we are interested to 
know why they do not. 
THE CHAIRMAN: I do not see what use you intend to 
Peace Of ity Mr. Scarth. 
Mh. SCARTH: Your Commission is inquiring into the 
Incidence of the tax. 
MR. THOMSON: I am not anxious to suggest that my 
people should disclose their business. 
| THE CHATRMAN: I do not think we want it. We can get 
Pp ater if-we.do. 

MR. PARKER: The next brief to be submitted comes 
from the Manitoba Co-operative Poultry Marketing Association 
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G. B. MoLBAN 


Presigeny, 
Manitoba Co-operative Poultry 
Marketing Association Limited, 
having been duly sworn 

testified as follows. 


ANRC RRR orn ro eT Ne ene AE 


BY MR. SCARTH: 

Ge Wie Te your position? A. President. 

Q- How long have you been in that position? 
&. Five montis. 

Q@. How long have you been connected with the Poultry 
Marketing Association? A. Twenty-two years. 

Q.. You have prepared this brief and are familiar 
with the facts and they are correct to your knowledge? 
we Less 

Q@. Wall you read the brief? fw Tt is "aa PoLiowe’s 


"Thies brief is submitted on behalf ot the Manitoba 


@Q 


O-Operative Poultry Marketing Association Limited, incor- 

porated June 1924, to the Royal Commission on cooperatives. 
Mi @e@ UTrivigeeod tO pressnt, on behallT’ of the wen 

bers of the Manitoba Co-operative Poultry Marketing 

PeeOocbetion Ddimaved, a brief history of our associavion. 

i neave cndeavyoured under the following headings to give 

you an accurate record of marketing conditions prior to 

its inception, the efforts made by our members to improve 

farketing conditions through the medium of cooperation, 

end to give in some detail the degree of success achieved. 


1, "Dressed Poultry Marketing Gonditions 
| ____in Manitoba 1922 


"A large percentage of the poultry marketed was 
throughthe medium of general merchants or butcher shops, 


who in tum sold it to packing companies or produce firms 


located in the larger urban centres. Our farmers had 
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little knowledge of efficient methods of fattening, killing 


and dressing, and it wculd be fair to say that, judged by 


present grade standards, 50 per cent of the product marketed 


was undergrade when it reached the consumer. The margin 
between the average price paid the farmer and the car lot 
market value for shipment to industrial cities in eastern 
Canada was 13 to 15 cents a pound. We have evidence that 
in some instances the margin between the price paid Manit- 
oba farmers for turkeys and the price paid by consumers in 
Montreal was over 40 cents a pound. The average net re- 
turn to Manitoba farmers for dressed turkeys at that time 
was approximately 15 cents a pound; dressed chicken, le to 
15 cents a pound; dressed fowl, 10 to 12 cents a pound; 


and ducks and geese, 10 to 12 cents a pound. 


a2, Farly Operations and Marketing Program 
Adopted by our Co-operative Marketing 
_Association. 


rear error eS apr RE RE TS STN 


"The early history of cooperative marketing of dressed 
poultry in this province dates back to 1921, when the boys 
and girls club section of the Hartney Agricultural Society 
endeavoured to market a car lot of dressed poultry, mainly 
turkeys, in .early December of that year. A date was set 
for the assembling of the product in the town hall and the 
Paces packing companies were invited to send out their 
buyers from Winnipeg. Approximately 20,000 pounds of 
product were assembled by club members md thei triends . 
Prizes were given for the best finished and fattened 
product of the different varieties. An effort was made 
to classify it into two or three grades, and sell ithe On 
quality or graded basis. Apparently the three or four 
buyers who attended had got together before their 


arrival at the hall and agreed upon a flat price. Ultim- 
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ately the club officials were obliged to divide it up among 
the buyers at their price, which was somewhat higher than 


the quoted market. The outstanding feature of this club 


activity was the interest created amongst its members in the 


future possibilities of collective marketing and the poss- 
ibilities for improvement in the quality and condition of 
the product to be marketed. 

"Plans were immediately formulated by club members 
for a more extensive marketing program in 1922. It was 
realized that some form of educational program in respect 
to proper methods of fattening, killing and dressing was 
desirable, that a standard grading should be adopted, and 
that the product should be box-packed and made available 
in. Pererebpator car lot quantity, thus enabling sale to be 


effected on the béestemarket available, veitier ini Uni ted 


fat 


States or eastern Canada. Fortunately, the Dominion gov- 
ernment had in 1921 appointed a poultry promoter in this 
province, Mr. A. C. McDulloch, who was greatly interested 
in improved marketing methods, and who wholeheartedly took 
charge of the educational program and extended same to 
cover the ‘districts of Lyleton, Waskada, Goodlands, 
Deloraine, Medora, Killarney, Melita, Hartney and Lauder. 
"A meeting held in Melita, November 1922, with the 
representatives present from the districts above named, 
set up an unincorporated association under the name of 
the Manitoba Co-operative Poultry Marketing Association. 
The program adopted for the 1922 poultry crop marketing 
season was to endeavour to market carlots, or part car- 
lots of graded box-packed turkey, chicken, fowl, ducks 
and geese; membership to be open to all producers who 


would make a conscientious effort to conform to an 
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Pee Peta program in the.preparing of their product Tor 
merket; tie wemberschiip Tes to be one dollar; no advance 
payment was to be made to producers at time of marketing; 
ali Members ana Crficiais to give their services Tree in 
assisting with the grading, packing and loading of cars; 
payment for the product to be made to members when the 
product was sold and essential costs for hall rent, boxes, 
Pooper, clc., and a small Tee Tor accounting, Nad ween we- 
ducted. 

wihe Web result "OL this "Titel season's, Operaglor (ol 
the association was that, through the medium of a collect- 
ive cooperation marketing program, these producers marketed 
approximately 80 per cent of their: product as number one 
grade or better. They enhanced the reputation of westem 
Poultory almost LOO per cent, due to-vhe Tine qualicy and 
Marketing condition of the product om its arrival on eastem 
markets. They enhanced their net cash return to the extent 
of reducing the margin between the price paid the producer 
and the carlot market value from the customary 13 to 15 
eents to less than 4 cents a pound. In other words, they 
revolutionized the marketing of dressed poultry in Manit- 
oba in the areas of their operations. 


UE 


Pay ANCOMPOTaLHOn and “Organization of 
_Association 1924. 


"During the course of the annual meeting of the 
Manitoba Co-operative Poultry Marketing Association held in 
brandon in March 1924, a recotonton was passed unanimously 
instructing the board to proceed at once to have the 
association incorporated under the Manitoba Co-operative 
Association Act. Organization of the new incorporated 
association was carried out in conformity with the pro- 


Vision of the Act. The political structure of the 


association was as follows: 
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"(a) All producers delivering eine to the association 
to become members. 
%(b) All members were grouped into community locals. 
*(c) All community locals were in tum grouped into 
districts. 
"(d) The province was divided into nine districts. 
mDemocratic producer control of the association was 
assured by adopting the principle of one member one vote. 
Members exercised this control through the medium of elect- 
ing delegates from their Locals to the annual meeting. 
They further exercised their control by the delegates from 
One locals in each district electing their director to the 
board, | 
SUP UNG) Lose all ‘receipts: of poultry mrcape sion 

members were handled on a pool basis, meaning an advance 
payment on delivery of the product and final payment when 
the products had been sold by the association. Since 1932 
dressed poultry continues to be handled on a pool basis, 
Duv live poultry and eges are now handled on a basis or 
paying the member the general market price or higher at 
time of delivery and paying out any surplus earnings after 
essential deductions for operating and sales costs in the 


form of patronage dividends. 


"4. Hee Marketing Conditions in Manitoba 1924 


"A large percentage of the eggs marketed in Manitoba 
at this time, was marketed through the medium of country 
merchants, who in turn sold them on an ungraded basis to 
the large packing companies or produce dealers in the 
urban centres of Brandon and Winnipeg. 

"Our farmers had little knowledge of efficient meth- 
Obds-of ege production or how to exercise proper care in 


nandling. We were given no encouragsment by those 
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interests in charge of egg marketing to market better qual- 
ity eggs, as we received the same price irrespective of 
quality. The margin between the carlot market for eg¢s for 
shipment to eastern industrial cities and the average price 
paid the Manitoba farmer was approximately 135 to Lo. Cente 8 
dozen. Judged by our present grading standards 900 per Coeur 
of the eggs marketed were undergrades or worse. The aver- 
age price being realized by Manitoba farmers for eggs dur- 


ine the production Season was 9 to 12 cents per dozen. 


"5, Barly Eee Marketing Operations and 
Marketing Program Adopted. 


eee eaam 


“Qur approach to attempting to improve egg marketing 
conditions was similar to that we had found so helpful in 
respect to the marketing of poultry meat. Our annual meet- 
ing held in Brandon in March 1924, endorsed the recommend-— 
ation made by delegates that the association establish egg 
marketing assembling facilities in an area of fairly sub- 
Stantbial production. We first decided on a marketing pro- 
eram which would encourage the production and marketing of 
higher quality. Eggs were to be handled from members and 
producers on a graded basis, and before commencing oper- 
ations, a sufficient volume was assured to Hpermac tHe 
association being able to offer graded government inspected 
eges in refrigerator carlots to the best markets avail- 
able. An extensive educational program was effected to 
improve production conditions on the farms and emphasiz- 
ing the use of proper egg cases, proper care of) tie. sees 
and an economical system of collective shipments to the 
Proding osntre. 

Mhe net result of this initial egg marketing oper- 
ation was that through the medium of a collective cooper- 


ative egg marketing program, our producers marketed the 
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firstseason, approximately 75 per cent of their eggs as 
first grade or better. They reduced the margin between 

the carlot market value and the net return to approximately 
5 cents per dozen, thus actually obtaining for themselves 

a net return approximately double that which producers were 


receiving in areas outside the area of their operations. 


'oa IncorporaG.on and Organization of 
Sales Agency 1929. 
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"Tn view of the many merchandising problems with which 
all western Poultry Marketing co-operatives were faced in 
the late twenties, particularly that of developing export 
markets for a rapidly expanding production, we joined with 
the British Columbia Ege and poultry Co-operative, the 
Alberta Poultry Pool and the Saskatchewan Co-operative 
Poultry Producers Limited in establishing a central sales 
agency incorporated under Dominion charter. This agency 
was incorporated May 29, 1929, under the name of Canadian 
Poultry Pool Limited (which was later changed to canadian 
Poultry Sales, Limited), capitalized at twelve shares no 
Dar VaLUe . It is now the exclusively owned sales sub- 
sidiary of the Manitoba Co-operative Poultry Marketing 
Association Limited and the Saskatchewan Co-operative 
Creamery Association Limited. [Jt operates as a cooperat- 
ive, has a-board of seven directors. [t receives its 
operating funds by establishing an arbitrary sales assess- 
ment on each pound or dozen of poultry products handled 
by its principals, and allocates the unexpended part of 
iis assessment back to its principals’ au the vend oc cack 


yoar. 
"7. Development of Export Markets 
tThe growth, expansion and marketing achievement of 


our cooperative marketing associations in Manitoba md 
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other western provinces contributed in no small measure to 
the expansion of the poultry industry during the period 
1924 to 1931. We producers realized there was a definite 
limit to the possibilities of domestic consumption of 
poultry products. We believed that export markets could 
be established for the high quality of product we had 
learned to produce. Almost two years before our production 
exceeded domestic consumptive requirements, we -cinstructed 
our sales department to investigate the export market poss- 
ibilities for .our.product to the United. states and the 
United Kingdom. We took the opportunity of exhibiting our 
pack at the World Poultry Gongress, Ottawa, 1927, and at 
the World Poultry Congress held in the crystal Palace, 
London, England, 1930. Our cooperative pack of poultry 
products was the only commercial pack on exhibit from 
Oanada.’ During 1950 we exported a portion of our storage 
egg pack which was most favourably received and for which 
we established a market basis Slightly higher than paid 
for imports of storage eggs from any other area of the 
world. Our outstanding marketing achievement was the ex- 
port of a relatively large tonnage’ of fresh Mani toha 
turkeys in early December 1930 for Christmas distribution 
on the markets of the United Kingdom. We have reason to 
believe that the success achieved was the most outstanding 
we bite export of any Canadian agricultural groducl. “Not 
Only did we establish a price basis many cents over that 
Deing paid for imports from ae other area of the world, 
nut we established a permanent demand for our pack which 
we have never been able to fill. 

"We are particularly proud of the part we have been 


privileged to play in the development of export markets. 
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The benefits have been shared in small measure by the en- 


tire Canadian poultry industry. 


"Ge Expansion Of, Waciiities tO Service 
___the Industry. 


"The growth and development of the poultry industry in 
Manitoba since the inception of our Co-operative Marketing 
Association has necessarily incurred responsibilities in 
providing up-to-date modern facilities. we are always en- 
deavouring to improve or perfect our service. We have 
approximately 145 dressed poultry packing and shipping 
locals; two modern killing and dressing plants; 61 egg 
grading stations; and possibly the largest modern central 
assembling warehouse, located at the winnipeg Cold storage, 
Winnipeg, that there is in Canada. 

"A large percentage of our association's expenditure 
Oa New Tacilithes in recent years, has been. essenulai. mic 
vo requirements of Dominion and provincial legislation 
eoverning facilities for the assembling, grading, packing 


mae processing of poultry products’. 


J2s Contribution to Canadian War Program. 

"Out of a total of 656,111 cases of eggs inspected 
in Manitoba and delivered to the Special Products Board for 
Shipment in shell or dried form to the British food Ministry, 
December 1941 to November 1, 1944, our sales agency has 
delivered 380,204 cases. 

"A large quantity of both eggs and poultry meat has 
been supplied to the Department of Munitions and Supply, 
hospital ships, etc, 

"During the war period to date, our association and 
sales subsidiary has purchased, and still retains, war 


bonds to the amount of $140,000 which was approximately 
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WO per Cont or its total capital, commercial reserve and 


unallocated surplus as at November 1, 1944. 


"10. Summary - Showing Disposal of 
Monies Retained from Initial 

-_.—-fransactions with Members. 

Total sales from 1922 to 

Pevsiny die L045 @ 18,128,418 

Total units marketed for 

members in pounds: or 

dozens Clear oyorle 


TOUR, sales from 1022 to | 
February 2, 1944 e LS /625,220 


Initial payments to members 12,590,459 


Balance 0,202,769 
openers expenses Poe soo 
Balance 845,488 
Final payments paid 089,462 
Balance 294,026 
Patronage dividends paid 08 5917 
Balance 215,109 
Patronage dividend allocated 
for payment 90,9572 
Balance 124,537 
Statutory reserve 10 ,Q00 
Balance 114,537 
Undistributed monies in hands 
of sales agency as operating 
capital 74,000 


Undistributed surplus earnings 
Manitoba Co-operative Poultry 
Marketing Association 40,937 Rails: 


$114,535 o hie S79 
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"Further details as to our financial position at 
January 31, 1945 will be filed by our auditors with your 
Commission following our annual meeting held later this 


month, 
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wil. Prospective Post-War Marketing Problems. 

"We all realize that the production of poultry prod- 
ucts in Manitoba and Ganada has been expanded under the 
necessity of war requirements far in excess of potential 
domestic requirements in the post-war period. It is poss- 
ible that the surplus over domestic requirements may reach 
3,900,000 cases of eggs, and 30,000,000 pounds of poultry 
heat in L945, 

We have no guarantee that an export market for this 
volume can be found or retained in the post-war period. 
We do, however, believe that’ in the future as in the past, 
our association will be required to bear the major respon- 
Sibility of finding and establishing export outlets for 
Manitobats surplus production. We believe that our 
marketing achievement to date, as briefly outlined, is in 
itself conclusive evidence that through the medium of our 
own cooperative efforts we can best solve our post-war 
marketing problems. 


"Respectfully submitted.’ 


we OD tie last page of your brief wou iver pier tora. 
Peres Trom.1922 to the first. of February, (1945. J tavenas 
the year? Ree) wad. Thay nou la hedge o. 

2. And your other figures are correct?) Further down 
Pe aave an tiem Of $15,6c3,ec8.)) That is wien ae wic 
Up vo 1944. That means that in the last year, for 1944, 
the total sales were about two and a half millions? 
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the price or the return to the producer by so many cents a 
pound in one case and so many cents per. dozen in the, other. 
Do you suggest that the increase which the farmer now gets 
for his produce is all due to the cooperative method or 
that.only a part of it is due to that, the balance being 
due to the general rise in business throughat the country? 
pe —iD Wbhavpartacular. case, the fact: thaniwespatier our 
eggs ana poultry in that way and ship by car lot makes for 
a reduction in overhead expenses to a large extent. 

Q@. Do-.you know what the: poultry and egg producers who 
are not doing business cooperatively are getting for their 
poultry and eggs as compared with those who are dealing 
with the cooperatives? A. At the present time they must 
get the same price. If they did not they would not get 
poultry. 

Q-.- Does that show that those who went into the co- 
Operative business are any better off than those who 
stayed out? A. When we started to operate there was a 
mai terence, in the handling of poultry. 

Q@.. Will you ket us haverfinanctalwstatements. from 
1958 to 1944, detailed statements from 1938 to 1944, from 
your auditor? There is no objection to have those filed 
with the Commission for study? AY. JT Cannot say, 

@. You are president? As J] QM Ppresigent {but aT 
eon oie OLriice at all. Jam in Chevcouni eae 
farmer, and [ leave it to the general manager. 

ie Wile you Consult with, him end segs tte. 
right to have those statements prepared? 

MR. SCARTH: Whatever you feel you require we shall 
be glad to give. 

MR. PARKER: That is what we would like to have. 


WR. SCARTH: I did not think you needed that. 
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MR. PARKER: Well, ‘that is what we think we need. 

MR. NADEAU: Could we have the by-laws of your associa- 
EVOnyT 

MR. SCGARTH: TI will undertake to file a copy of the by- 
awe (Orr FOU. 


BY Mk. PARKER: 


.. Mr. McLean, I see you have among your assets 4 


large block of Victory Bonds,and that you are holding un- 


4 


listributed patronage dividends amounting to $114,000. 


Why is it that you chose to invest so much money in Victory 


we) 
RE 


Bonds. instead of paying it out to those who are entitled to 


it and allowing them to do their own investing? what pur- 


poOce Goes, that. serve? AS gecording -tovourr way jor eyo ne 


° 


patronage dividends, it is put on a three-year revolving 
fund plan and we pay these dividends each year. 

Q. Why did you not pay this back? He, WOOL ine 
to have the manager answer that. 


One Gan yor mob. tell. Ws? As Dal not Tame liar wok 


WALTER ANDERSON LANDRETH 


Manager, Manitoba Co-operative 
Poultry Marketing Association, 
having been duly sworn 

testified as follows. 


BY MR. PARKER: 


r 


+ 
) 
xy 


. IT want to know what the policy of the company is 


py 


in retaining that large amount and investing it in Victory 


Bonds instead of payine it out to those who are entitled 
te receive. it << if not all of it, atleast the (ereater 
proportion of it. A. You will notice the $140,000 
is used as operating capital in the sales department. 


The money is retained. The fact that we buy bonds with 


it does not affect the moneys because the bonds are 
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collateral for any bank credits we require, so that we can 
still buy $140,000 worth of bonds without affecting our 
financial position. 

Q. I quite realize that bonds’ are as good as cash, 
but why did you not pay that cash to your producers? Why 
does the association need that amount of working capital 
tO Carry on? A. It is quite evident from the volume of 
business handled that you need operating capital. 


bo) 


Q. What expenses does the association incur? 

A. It had operating expenses of two million and some 
ppcusand dollars. “If you divide that owe you will fine 
there is a substantial amount every year, but in addition 
to that we carry large storage stocks of poultry in season 


nae 


av) 


02 


eS in Season x 
ste ou Gon. Duy Then, he ) NOW We Cori wehbe. 
Q. That costs you money* A. Yes. You have to ad- 


vance to the producer when the association takes delivery 


©r the product from the member. [b. Makes an advance pay- 


ment. 
Q. He wants his money right away? Aix” VOss 


Q. You are merely the custodian for these stocks, 
You dontt buy them. 
BY MR. SRNASON: 
GO. Ae Ghee woutom of the table on pace Sie CSTs sey en 
item of $74,000 representing undistributed moneys in the 
hands of sales agency as operating capital. Has that 


money been allocated in any way to the different locals? 


Q. It is all allocated? A. Ever since the sales 
department was set up. Of surplus earnings in this arbit- 


rary assessment that is made at the beginning of each year, 
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any uncarned part of that in the way of expenses that has 
not been paid out, has always been allocated in the riscal 
year to the members pro rata to the volume, and that is 
the Manitoba association's share in the funds. 

2. Are you referring to the (140 ,Q0U? lg SMO“ hae 
570,000. 

THE CHALRMAN : Do the members ever question the wisdom 
of the directors in dealing with the surplus as they do? 


THE WITNESS: No. As a matter of fact, in recent years 


of the problems coming out of the war, that it would be 
well, and there has been rather a tendency that way, to 
ask them to hold funds and to use them in the purchase of 
Victory Bonds. 

TH CHAIRMAN: I am asking whether the members, or 
what might be called the shareholders, question that pol- 
Cy « | 

THE WITNESS: I mean the members at the annual meeting. 
The members have asked that that be done. 


Tite CHATRMAN: They are quite satisfied with the re- 


THE WITNESS: Yes, quite satisfied. 


BY MR. ARNASON: 

Q. Is one of the reasons for their attitude in that 
regard the belief that it may be advisable to have some 
reserve to meet certain problems that may emerge in the 
post-war period? Ay. oT think thet ‘is very ree whic 
ig a reason. They feel that these funds Willi be required 
in the post-war period. 

BY MR. ELLIOTT: 
Q. Have you ever made too large an initial payment? 


A. No. We have been very fortunate in that respect. 
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BY WRs NADEAU: 
2. Do you sell supplies to your members? As The 
-¢ shippers are provided with cases and that ae ets Ge ya 
thing. Dressed-poultry shippers do not require that be- 
cause they operate through the locals where the product is 
assembled and packed. 
Q@. You do not sell supplies to your members? 
A. We don't sell anything but 4 member may want egg 
cases. 
THE CHAIRMAN: Are the cases lent to them? 
THE WITNESS: No. They are sold at whatever the cost 
may be. 
Tf CHAIRMAN: To the individual member? 
TH! WITNESS: Yes. 
BY MR. NADEAU: 
©, Sold by whom? A.. By the essotiaticon.) 1 for nu- 
stance, egg stations that grade eggs carry extra egg cases 
for sale to members. 
THR CHAIRMAN: You do supply, then, the necessary mater- 
ials to the members? 
THe WITNESS: Yes, for the packing of the produce. 
BY MR. PARKER: 
pane wou dee) in poulury feeds and baby chick and 
Maat sort of thing? A. No. This association does not 
operate hatcheries. 
Q. Do you supply poultry feed? DOM you Wada te neo: 


A. At the present time, nO. 


fn MOL you ever ao it? By ee 
Q. When did you cease doinguive A. A year ago. 


Q. Why? A. Because the feed department was turned 
over to another cooperative feed organization. 


THE CHAIRMAN: Do you control that other organization? 
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Have you any connection with it financially? 

THE WITNESS: We are members. 

BY MR. THORVA4LDSON: 

a. Ol the first page of your briet T notice you. refer 
to prices of poultry in 1922 as having been rather low. [I 
suppose you will admit there was a severe agricultural de- 
pression in 1922 and the prices of agricultural commodities 
were low at that time and improved gradually as that decade 
Wore Cie Ls that rient? hy Yes, the generat, orice 
Bevel 

Q: After all, despite the fact that your brief refers 
to great strides having been made both with respect to price 
and as regards marketing methods, as to price at least there 
was a general improvement during the decade from 1922 on, 
was there not? he NOs Actually the Situation tosis 2, 
an 1962 actual carload selling value of poultry, at the 
time mentioned here, in the eastern industrial cities and in 
the United States, was higher than it was at any time, but 
one year, in the following eight years. 

Q-- Are you prepared to take complete credit to your- 
selves for following the market? fxd SSE, Ne Cow 

yy. When, in spite of marketing methods, 123% noi 
fact that during the last twenty or twenty-five years there 
has been a great improvement in all types of marketing meth- 
ods? A. That is right; bUL ab that time, in whe sresc 
in which we did not operate, the margin was as big as 
quoted here. 

Of) Is 1b true, or is 1b not, that inthe lest tyency 
years there has been a great improvement in the marketing 
methods in connection with agricultural products of all 


Kinds in this country? &-» IT would say, on the whole, 
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Qs There Le noiquestion about that. J motice also, 
you say Oh ~age-two thet in L9zl Mr. Acc. *MeDuilioch, who 
was greatly interested in such methods, was appointed as 
promoter in this province by the Dominion Government. 
Would you admit that Mr. McDulloch probably had something 
to do With the improvement in marketing that occurred in 
the years following L92l? A. VOTSCHapke Le would, be fain: tic 
say that any agent interested in improvement would make 
some contribution, 

o. "Fou stabe in your .brier that! he was appointed iby 
the Dominion Government. He was of some value to the indus- 
try was he not? Rise’ LOS. 

Trt CHalTRMAN: He would not have been mentioned in the 
brief unless he had been. 

BY MR. THORV:.LDSON: 

@. I wanted to bring that out. On page three you say 
Cet you Opsrace entirely as°an agen eye aDolyon? 

Be Youare’ talking about the Manitobatassocia tion? 

OQ. *YYES2 “On Dace three you sayia BOimeeutogearecsed 
pourory-~continues” to be handled) onaspood’ basis, bubitive 
Poultry -eand e¢es are now handled ona’ basis or paying whe 
menover the’ @eneral market price or higher’at time of deliv- 
ery and“ paying out any surplus, carnings aftervessentiael 
Geauetions for*operating and sales costs in -the form of 
patronage dividends.'t go that as to part of your commod- 
Pties you are vendors, you are buyers and sellers, are you 
not? A. We make an advance payment, yes, 

Q. What does that paragraph mean? Bs) Sd Ss Eee 
payment made, 

THE CHLAIRMSN: On the advance payment do you get title 
to the poultry? 


THE WLINESS: From the member? 
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THa CHAIRMAN: Yes. 
THE WITNESS: Yes. The association has title, Tt would 
say, aS soon as the product is turned over by the member. 
THE CHATRMAN;: Title passes to the association? 
TH4 WITNESS: Yes. 
BY MR. THORVALDSON: 
3. Does that also apply to dressed poultry as well as 


to live poultry and eggs? fas Yes 


rc 
) 


i+ 60 thet you are not carrying on business on. the 


agency basis? A. I would say the members of the associa- 
tion. 
Q. Forget about the members. Au, “ThE Wh Uppers ver S 


tie association, sO 1 dontt know how vou currerentiate, 

Q- You have just suggested that title passes to the 
association when the poultry is delivered to you. You be- 
come the buyer. A 


- No. J Would not say that. because 
that is not the way the transaction takes place. The member, 
who is a part of the association, directs the product himn- 
self to the association of which he is a member and it 
necessarily follows that somebody must have the right to 
sell. The association must have the right to sé6éll as a 
marketing organization. But TI would not say that the mem- 
ber gave up his interest in the product because he turned 
it in to the association on consignment. 

THE CHATRMAN: He 18 inberesteds 1m Ghe wo ri ce. bur act 
in the actual poultry. 

THE WITNESS: No. He has turned that over to his 
hired employees to effect a sale. 

BY WR. THORVALDSON: 
Q. I want that made entirely clear, that you are buy- 


eee ono not sellers, not agents. A. NO; we are not buy- 
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9. On page three you say: ‘*Up until 1952 all receipts 
of poultry products from members were handled on a pool 
basis,meaning an advance payment on delivery of the product 
and final payment when the products had been sold by the 
association.’** Then you go on to say in the next sentence; 
"Since 1932 dressed poultry continues to be handled on a 
pool basis, but live poultry, and eggs are now handled on 
a basis of paying the member the general market price OL 
higher at time of delivery and paying out any surplus 
earnings after essential deductions for operating and Sales 
eoste in. the form of patronage dividends.” . Thay paragraph 
seems to indicate that there are two methods and I am 
guestioning you as to whether that is correct, whether 
there are two methods, and in respect of dressed POULULY 
you say you handle on a pool basis but in respect OES 
poultry and eggs you are buyers. A. I may explain that. 
When you handle the product on a pool basis, anyway this 
association, we will say, it advances 79 per cent of the 
market value at the time of receipt of the goods, and when 
they are sold finally it makes the final payment of the 
balance. We are still operating the dressed poultry pool 
in this province under that system, but in connection 
with eggs and poultry we make an advance payment of 
approximately the competitive market price of the eggs 
or live poultry, and after it has been disposed of there 
is a patronage dividend on that product. There is a 
difference between the two bases, 

Q. Who are the members of your association? are 
they individuals or other associat ions? A. They are 
all individuals. Individual producers. 

Q. What is your membership? Ae IL believe it is 


about 24,000. 
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Q. Have you a form of membership application that you 
use, or does every shipper who ships to you become a mem- 
ber? In other words, what are the conditions of member- 
ship? A. All shippers automatically become members. 
oe bee Vour pardon? A. All shippers who consign 
goods to the association, producers who consign goods to 
the association, automatically become members in the 
eourse of time. 

Q- Explain what you mean by automatically. A. Well, 
that is a provision in the original by-law of the associa- 
tion, that all that was required of a producer was that he 
Sienify his willingness to become a member of the associa- 


tion by consigning his goods to the association. Ther 


° 
LS 


Oo 


mOvODlivalion on his part to ship to the egsociationy) end 


chat was made public and made known to him before he ship- 


Q.- You say that the by-law indicates that by shipping 
por you the shipper Sienifies his intention of becoming a 
member? That is what your by-law says? i avo ket rea ie: 
art. 

Q@. What do you mean when you say he knows before he 
eYape tO you that he is becoming 2 member? A. Because 
bois Organization, when it started, started in a small 
Wey ond all producers were canvassed, and as the field 
was extended they were invited or asked to become members 
of the association, so that IT would say that certainly 
Peete lares majority of cases, maybe VO per cene oc. ihe 
cases, they knew what they were doing when they made a 
consignment of goods. hey knew they were signifying 
their willingness to become members. 


When the shipper ships to you what do you do to 


QO 


make him a member? po you do anything? A. All suipoers 
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who send consignments of products to the association are 
registered -- the consignment is registered or recorded -- 
and when the final payment is made the membership fee is 
deducted of $1. That is for the life of the organization. 
Q- What do you mean, when the final payment is made? 
What final payment? A. When either the final pool pay- 
ment or the patronage dividend is paid on the other ship- 


ments. 


THE CHAIRMAN: How can you check non-member sales 
under those circumstances? 

THE WITNESS: Because we record every snipment. 

THE CHATRMAN: But sveryone is a member who deals with 
you? 

Le WETNESS: ) That iaseright « 

THE CHATRMAN: Well, have you non-member sales? 

THE WITNESS: No. 

THE CHATRMSN: You cannot possibly have? 

THE WITNESS: No. 

BY MR. THORVALDSON: 

Q. So that in that way you completely circumvent sec- 
tion 4 (p) of the Income Tax Act by passing a resolution. 
A. I would not say that was the case, because we were oper- 
ating in this way'long before there was a section 4 (Dp). 

Q. But there was no purpoSe in having a membership 
form, then, so far as the income tax. was concerned? 
me Ve were not thinking of income, bax. 

Q. But you have thought of it occasionally since 
Section 4 (p) was enacted? A. Not in this case. we did 
NOt because we did not have any tax to pay. 

Q. Do these members, as soon as they become members, 
acquire an interest in your association? A. To the ex- 


tent of $1 of their earnings. 
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Q- Have you one kind of membership or different 
types? A. JUSt One Kirid. 

Q- You have no associate members; all members are on 
the same basis? Ae Leos 

Q. So that actually, if a person shipped to you in 
January and you did not declare a patronage dividend until, 
say, December you would consider that person was a member 
of your association for a whole year without having any- 
thing to indicate that he was. Is that right? As . Yes; 
I suppose so. 

Qe One or two more questions. In connection with 
your patronage dividend, how often do you pay these divid- 
ends? A. The general policy followed by this association 
has been to make final payments within about three months 
and the patronags dividends have been established on a 
three-year revolving basis. I do not know whether it says 


oe bie Drier, but that is the. badis, 


c) 


Q- So that you would pay the 1941 patronage dividends 
in 19449? Me ae be Pheer 

wa Have-you-tiled income tax returns? Do you file 
returns with the Income Tax Department? A. we file what- 
ever Statement we are supposed to file yearly. We have al- 
ways Tiled it. 

Ws Have you.bdéen assessed for income tax? / 
fi. Never. 

Q. Has the department investigated your method of 
operation? AG. SOUL DOG sees 

Q.- In connection with Victory Bonds you hold, I 
suppose you get interest’ on those? AY UPel ae rien, 


Q.. You do not pay income tax. on that interest? 


O» Is that a saving or profit? A. -I would say it 
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breaks about even, 


Q. What do you mean by that?’ What breaks about even? 
A. If we had that money in the bank we would not be borrow- 
ing from the bank. AS it is now, we invest our working cap- 
ital in the war loan and borrow money on that collateral so 
we pay the bank more interest than we get on our loan. 

Q. You calculate roughly about $4,500 interest on 


"940,000 of Victory Bonds? . A. Yes 


Q- Is that $4,500 a saving or profit? Ba Ub Soe 
Saving. 
Oe Seay US PA beHa DroLriy? Ati, Non dT Boer ocora 


either because we just break sven on it. 


ce 


We) Leo a ath Sarni ne? A. Tb Ls Noten Sain ines because 
we have expense that offsets it by paying interest to -the 


bank. 
Qs But you do receive coupons to the valuc of “approx 


imately $4,500? A. Then I would say it’ is not a net sarn- 


©. “Te 2 not an earning? 7A. Tt craatests eam y 


at the same time so it is about even. 
OQ. it you don't want to a@iswer thag< question 7 wil 


Mou press it. 


The Goumission thereupon adjourned to meet on Wednesday, 


| Pepruary 7th at 9.30 4.M. 
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1 G05— Winnipeg, 
Wednesday, 
February 7, 1945. 


The Commission met at 9.30 a. m., Mr. Justice 


McDougall presiding. 


MR. PARKER: Mr. J. W. Braithwaite is ready to go on 
this morning with the brief on. behalf of the Manitoha Co- 


operative Honey Producers Limited. 


J. W. BRALTHWALTE, 
Manitoba Co-operative 


Honey Producers Limited, 
having been duly sworn 


AR TEE LEE ES LT TE 


BY MR. PARKER: 
Q. What position do you hold with Manitoba Co-operative 


Honey Producers Limited? A. J am 


ray) 


shipping member. 

Cae none producer: Aw Tes 

3. Are you Manager or President or do you hold any 
official position? A. No. I was the original organizer 
and President on the Provisional Board, President of the 
organization from its inception until last year. 

Q. How many years of association have you had with 
this organization? Have you been with it ever since its 
inception? Ae CS. 

Q. And you have been a shipper? ie’ Yes, every yaar. 

Q. By whom was this brief prepared == by yourself? 

.. The draft was mine, then it was revised in conjunction 
with our legal advisers, the Board of Directors, the Manager 
and so forth. 

Q. How many shipping members are there? Bigs eee 

3. How many are there on the Board of Directors? 

Ae Seven. 
Q. And this brief has the approval of the seven? 


A. Yes. It has been submitted to all seven and will be 
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jmmediately submitted to the whole of the members. We 
have not had time. 

Q. AS to the statements of fact set forth in the 
brief, as distinct from what we might call argument or 


inference, are you in a position to say they are true? 


Q.- And as to the other statements, you believe they 
are true? A. Yes, 


Qe. Wild you read the brief. Awa Dhe- priest’ reads: 


"Submission of the Co-operatives related to the Honey 
Industry of Manitoba to the Royal Commission on Co- 
epsrative Associations and their relation to the Income 
Tax Acts, composed of Mr. Justice McDougall and Messrs. 


B. W. Arnason, B, A. Elliott, J. M. Nadeau and J.J. Vaughan. 


ERED SERRE OR EN TE RET SD 


"Tt is necessary, at the outset, to emphasize the 
fact that the Manitoba Co-operative Honey Producers Ltd. 
was organized as a matter of stern necessity, indeed of 
self-preservation, on the part of the honey producers of 
Manitoba. Conditions in their industry had become so 
desperate that they finally realized they must either 
organize or go out of business. 

"This condition became increasingly serious from year 
to year, and from it there seemed to be neither redress 
nor eSCapece 

"Honey is a seasonal product, and annual crop being 
harvested within a few short weeks during the fall of the 
yeare 

"During the period from 1930 to 1938 beekeepers in 


general were hard up. Frequently operating upon credit 
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during the summer months, many were compelled to market 
their honey as expeditiously as possible in order to 
discharge their obligations. In many instances these 
obligations were to the broker or wholesaler himself, in 
the navure of advances made for the purchase of package 
bees, equipment or honey pails with which to produce or 
pack the crop, and usually included a contract calling for 
the delivery of honey to the broker or wholesaler concerned. 
Many beekeepers appreciated assistance of this nature, 
indeed some could not have operated without it. Never- 
theless the fact remains that beekeepers operating under 
such a system could hardly be considered as free agents 
where the marketing of their product was concerned, 

"Under such conditions beekeepers peddled their 
product from broker to broker, and from dealer) to dealer, 
generally with progressively declining morale. Finally 
they were compelled to sell for what they could get, or 
clse accept a partial advance of cash and leave the honey 
to be sold on a commission basis. 

Oln Ofrcer to Verify the Torereoine L would Tire to 
quote in part from a paper presented before the Conference 
on Markets for Western Farm Products, arranged by the 
Government of Manitoba, and held in this city from December 
léth to 15th inclusive 1938. This paper was prepared and 
presented by myself as President of this cooperative, which 
was in the process of organization at that time. 

'Markets for Western Farm Products 


"The Honey Industry and Markets for Honey 


@eseetoeoecesea#reee 
'In Manitoba during the past sight years, bee- 
keeping conditions have become worse’ and worse, and 
honey prices have declined far more seriously than 


prices of similar lines of foodstuffs, and out of all 
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proportion to the merits of the situation. The 
average Manitoba carload price for honey during this 
period has been as follows: 

1930-99, 1931-7¢, 1932-7¢, 1955-8¢, 1934-8.5¢, 
1935-7¢, 1936-6¢, 1937-7¢, 1938-6.75¢ (est.). 

: "Of all the primary products produced in this 
province surely honey is the only one with absolutely 
no semblence of a marketing organization, and with no 
common idea or policy where the marketing of the 
product is concerned. 

"Speaking generally, beekeepers as a class are 
hot in good financial circumstances. Ina large 
percentage of cases bees themselves, supplies and 
equipment, and also honey containers are obtained 
upon credit, with the result that producers have 
Usually 16 option but to séll their honey immediately 
7 Ls Sxoracved in the abe fadt or the Vea nila Tas 
PesuLts iL a club upom the ‘loos market, a buyers! 
market with all that this implies when the sellers 
are many and unorganized, and an inevitably lower 


price than that which conditions warrant. 


"Marketing conditions have not been improved by 


the variation in quality and preparation’ or the product. 


Grading regulations introduced a few years ago have 
helped to some extent, but these are absolutely ignored 
by many who produce honey for local consumption, and 
there seems to be no effort at enforcement on the part 
of the authorities concerned. As a result, Manitoba 
honey (at its best, -second to none in the world) is 
offered for sale in varying colours, textures and 
flavours, usually in fair condition, but all too 


frequently fermented, dirty and unsavoury samples are 
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reported, with a tremendous and unfavourable reaction 
upon the minds of potential honey purchasers, 

"Added to this must be noted the fact that honey 
is packed in all sorts and conditions of contearners, 
and that the sizes most generally used in Manitoba 
are out of line with those used for the comparable 
products of jam and syrup. The buying and selling 
of honey within the province (chiefly confined to 
the city of Winnipeg) has been for some years 4 most 
unethical business, with unfair dealing and chiselling 
on both sides. In many instances brokers and whole- 
Salers have not given beekeepers a reasonable break, 
but it must also be recorded that in all too many 
cases the beekeeper has been the worse offender of 
the two, and that buyers have not received quite a 
fair deal, while over the whole business there exists 
an atmosphere of fog and uncertainty. 

"In the case of Manitoba honey marketed outside 
the province a similar sad story must be told and 
complaints have been received from Saskatchewan, 
Alberta, British Columbia and Ontario at the low 
prices at which carlots of Manitoba honey have been 
dumped upon the markets of those provinces to the 
detriment of their own beekeepers. Similarly on 
the export market the Canadian Trade Commissioner 
Peports price: cutting and offerings below the market 
level on the part of certain brokers, which has 
resulted in Canadian honey selling at levels 
unattractive to shippers in Canada, and which at the 
same time seriously affected the position of importers 


into the United Kingdom. 
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'AS A RESULT OF THE PRACTICES OUTLINED ABOVE, 
AND OTHERS TOO NUMEROUS TO MENTION, THE MARKETING OF 
HONEY IN MANITOBA HAS REACHED A SITUATION AND CONDITION 


WHICH IS DESPERATE INDEED.! 


"Such then was the condition of affairs in the honey 
industry in this province in December 1938, before the 
Honey Co-op got under way. 

"The Organizing of the Cooperative: 

"For some years prior to the 1937 convention of the 
Maiitoba Beekeepers Association there had been evidenced 
at the conventions a growing feeling that something might 
be done along cooperative lines to rectify, or at least 
better, the difficult sales situation. 

"At the 1937 convention the matter came up as usual, 
but this time something was done about it. After much 
aiscussion a committee was set up to investigate the 
possibilities of such a cooperative, with instructions to 
report to the 1988 convention. This committee presented 
Se vory full report at the 1958 convention. and after dic 
discussion it was decided to proceed with the organization of 
a cooperative along the lines recommended by the committee, 
and based largely upon the set-up of the Ontario Honey 
Producers Co-operative organization, 

"Steps were immediately taken to set up the new co- 
Operative organization. By-lews were drawn up and approved, 
application for charter was made, and in due time the company 
was incorporated under the name of Manitoba Co-operative 
Honey Producers Limited, 

"It should, however, be noted that some of the provision- 
al directors of the Manitoba Co-operative Honey Producers 
Limited approached several companies interested in the market- 


ing of honey as to whether they would undertake to establish 
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a central packing processing plant, or assist financially 
if sufficient funds could not be collected from individual 
honey producers. They were in favour in principle but 
would not provide financial support. Assistance, however, 
was obtained after much investigation, from the Manitoba 
Provincial Government who guaranteed a bank loan of 
$10,000 fully secured by bill of sale covering plant and 
office equipment. This loan was duly repaid in sig SE peers 
additional share capital became available. 
wimg and Objects of the Cooperative: 

"Briefly stated the aims and objects of the cooperative 
were as follows: 

"(a) Standardization and Improvement of the Product. 

"It has already been pointed out, not only that honey 


° 


varies in flavour, colour and texture to a considerable 
degree, but also that under certain conditions honey in 
its natural state is liable to ferment and sour. 

"AS a result of this, serious losses had from time 
to time been experienced on the part of the merchandising 
trate, which sometimes carried large stocks of honey for 
considerable periods of time. 

"Not infrequently stocks of unsavoury honey were 
actually passed along to the consuming public by short- 
Sighted or misguided retailers, resulting in a very 
unfavourable reaction to our product on the part of the 
discriminating housewife. 

"The principal objectiwof the cooperative therefore, 
was to blend and process (pasteurize if you like) the 
honey received from its members, so that a high quality 
Standard product, uniform in flavour, colour and texture, 


and no longer subject to fermentation would result. 


"The sponsors of the cooperative were satisfied 
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that such a product, packed under registered brands in 
attractive containers, with an unconditional guarantee 
as to quality and condition would command a premium 
upon the market. It would also create increased con- 
sumer demand and eliminate loss and dissatisfaction 
HLbuervo explained . 

"No such plant existed in the. province at that time, 
heither have any others since been established, so that 
our cooperative, pioneering inthis ewe did snot then 
and still does not conflict or compete with any similar 
existing organization. 

"(b) Orderly Marketing. 

"To eliminate the unwarranted depression of prices 
experienced each fall resulting from the competitive 
sales efforts of hundreds of Manitoba beekeepers and to 
establish a continuity of supply to dealers and consumers, 
thus stabilizing the honey market throughout the year. 

"(c) Package Bees and Supplies. 

"Just as the sale of honey, prior to the formation 
of the cooperative was on a very unsatisfactory basis, so 
also was the supply of bees and equipment necessary to 
the beekeeper in the pursuance of his avocation. 

"Large quantities of package bees were brought 
in from the southern states each year, through a multiplicity 
of agencies all seeking to make gain from this activity, 
though all too often little concerned with the quality 
either of bees or the service rendered. Equipment and 
Supplies of all kinds, metal, wood and wax were shipped 
in from the East at relatively high prices until recent 
years when they were manufactured locally. 

"The founders of the cooperative, therefore, made 


due provision in their charter for the handling of package 
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bess and supplies for the benefit of the beekeepers in the 
provincee 
"Incorporation and By-Laws: 

"The Manitoba Co-operative Honey Producers Ltd. 
was incorporated on the 6th of April, 1938, under Part 
Vl of ‘The Companies Act' SM 1932 Cap-5 as a cooperative 
on a non-profit basis. The letters patent state that the 
object of the company is to ‘carry on the business of 
producing, grading, buying, processing, packing, advertis- 
ing, Selling and manufacturing and dealing in honey and 
other agricultural products and supplies on the cooperative 
plan.! 

"Copy of by-laws as amended to date attached hereto. 
"Capital Structure: 

"The authorized capital stock consists of 2,500 
Shares with a par value of $20 each. 

"One share valued at $20 entitles the member to Ship 
2,900 pounds of honey to the cooperative annually. Those 
shipping in excess of the 2,000 pounds are required to 
hold share capital to the extent of 1 cent per pound of 
honey shipped in any single crop year. Payment of capital 
hay be made either by cash, or by a deduction from the 
initial payment for honey delivered. 

"For the period 1939 to 1941 the capital stock of the 
cooperative was insufficient to provide the necessary 
working capital. In these two years the members provided 
additional working capital to the extent of $8,490.21. 
These reserves have been set up as deferred payments, 
allocated to members who delivered honey during those 
two years, at the rate of .361 cents per pound on the 
1939, and .668 cents os the 1940 crops. 


"The original by-laws provided for payment of interest 
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at 5 per cent per annum on the paid-up capital stock of 
the Association. The by-laws were amended in July, 
1941 at the annual shareholders! meeting to eliminate 
all interest payment on share capital. 

~Voting Power and Membership Control: 

"Membership in the cooperative is open to anyone, 
subject only to the approval of the Board of Direcvore, 
but there is no inducement for anyone but honey producers 
to join, as there are no direct benefits to anybody else." 

After the words "sub jectonly to the SDDLOVEL (OT fo E 
wish to add the words ‘ta Signed application for membership 
by", so that it will now tead: "Membership in the co- 
Operative is open to anyone, subject only to tie “Approvel 
Of & Siened application for membershio by the Board Of 
Directors, but there is no inducement for anyone but honey 
producers to join, as there are no direct benerits CO anyoiue 
sise,” The brief continues: 

"The constitution stipulates one vote per member 
regardless of the number of shares held, and no proxies 
are permitted except in the case of corporation memberships. 

"The direction of the organization is in the hands 
of seven directors, elected from the members at the annual 
Shareholders! meetings for a three year term on a rotating 
basis. The directors in turn elect their president and 
vice-president annually. 

"The manager and secretary-treasurer are appointed 
by the Board of Directors, to whom they are responsible 
and to whom they regularly report. They also report fully 
to the members at the annual shareholders! meeting. 

"The cooperative has nineteen other employees. No 
employee has any pecuniary interest in the cooperative apart 


from the fixed galaries," 
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The directors receive no remuncration except part- 
time allowance. Continuing: 
"iethod of Operation: 

"The cooperative has no binding contract with its 
members relative to the volume of honey delivered. The 
Shipments of honey are on an entirely voluntary basis. 

"The Co-op. does not pay patronage dividends but 
makes an accounting to its members each year on the 
following basis: 

"An initial payment is made to members at the time 
of delivery of honey which is arbitrarily fixed each year 
by the Board of Directors and rarely exceeds 50 per cent 
of the then market value. 

"The initial payment varies according to grade and 
class of honey delivered. There is no variation in sub- 
sequent or final payments. 

"The second payment is declared and paid approximately 
in January. This second payment likewise is arbitrarily 
Pixeod.by, the directors. 

"The third and final payment is determined by taking 
the total receipts of the cooperative and deducting there- 
from the actual operating expenses plus reserves for 
depreciation and possible bad debts. The remaining 
balance is distributed to members in strict proportion 
to their honey deliveries. 

"Our returns to members for Grade 1] honey for.our 


five years of operations have been:=~ 


Crop Initial Second Final Total 
1939 3 OP 1.0¢ Beng 6.20¢ 
1940 5-0¢ 1.0¢ 3 OG 9,0¢ 

1941 4.,0¢ Leo? Belg 8.75¢ 
1942 5.0¢ 5e0¢ 5209 Loeaae 


1943 7.0¢ 3.0¢ 5.25¢ 15.25¢ 


we 


- ~ : ai i \ Me a ‘ 
oe Bes 
pan sss 


‘lees 5.5 a: et ve) Mae eee AA as SEG » Oat ow "Rs way £ HEOOE re . f- 
— ae ey ees) Tern i ute “ By sas Pe reg ; yf ee 5 
% iy hs Ns a ss * Pes RS es af v3 i “rt ao. aay y rl ye 2 ig * histor: rh Pe P| 
¥ eee js 2 Bae nie 7 _ ; : ; yee we 
eolere ye dhol ee eae i ee ees, Kenan: . te sett ae 
Cui eS oy Se a " 4 Ee i , 7 tay ie F itinee ace 7] ‘y ’ 


a 


i 


fs ey te A te ail eat Oa on ee 


a " i , ‘ ‘ He ° be are we ST ; ¢ 5 < 
RQe |) > ; ; : : ; eta a ey i; oe qa 4 n't OLDS tts 


r - ri ‘ - es es : af 


A al yeu nl a ih th 
_ ® os a Reve fig Peas Fy é J - 


we 
« 
od 


" 


i? Met pas 


Ys wiz: ee 


Wy pa Bate aa tee han? aha ~ re! - a ‘ atk , ee -S made 


te a yy ealesh - 


“te eee 


7 U 
ee Oa. Ee 
a . . ¥A - a : ; ay 


B-12 


aPOOU = Mr. Braithwaite 


"The cooperative has no surplus outside of the 
infinitesimal amount represented by the small indivisible 
balances, For the entire five-year period this totals 
approximately $500. With this exception all monies have 
been allocated or paid to individual members. 

"The additional working capital provided by the 
members from deferred payments for the 1939 and 1940 
crops, and which has all been allocated to members! accounts, 
will be paid out to the members concerned as soon as the 
share capital subscribed by the members of the Association 
1s cOnsidered sufficient to warrant such action. The 
working capital contributed in 1939 and 1940 was with the 
unanimous approval of the members at the annual meeting. 
mServices Rendered: 

"During the past six years of successful operation 
the Manitoba Co-operative Honey Producers Limited has 
fully justificsd the hopes and aspirations of its founders 
and substantiated the pre-natal claims made by them on 
its behalf. 

Whilst the progress of the organization may not have 
becn spectaculer, it has: been steady and inspiring, and 
has afforded a deep and peculiar sense of satisfaction and 
pride to its members and friends. 

~"(a) Standardization and Improvement of Product. 

"Manitoba Co-operative honey, under the registered 
heme of ‘Clover Crest', in the familiar yellow end gold 
tin, with the Satisfaction or Money Back guarantee in- 
Seribed on every lid, is now seen on the shelves and 
display counters of stores everywhere, city and country alike. 

"When the initial difficulty of introducing our 
honey, at higher than the prevailing prices, was once 


Overcome, ‘Clover Crest! immediately jumped into favour 
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with storekeeper and housewife alike, and it is now a 
general favourite. 

"Before war restrictions resulting in an increased 
demand for sugar substitutes focussed attention upon honey, 
a discerning public had already noted the merits of ‘Clover 
Crest! and learned to specifically request it. Dealers 
no longer require to purchase a year's supply of honey 
in advance, but now order their supplies regularly along 
with other staples from the wholesaler or jobber, so that 
for them the element of risk and loss has been entirely re- 
moved. By a systematic year-around programme of processing 
and Sales distribution, dealers are now assured (subject 
always to ne restrictions and exigericies of war) of.a 
continuity of honey supply. Many of them no longer purchase 
direct from beekeepers, preferring the-more reliable co- 
operative product with its freedom from fermentation dangers. 
3 "(b) Increase Returns to Producers. 

"The relief afforded to the independent market every 
fall by the large percentage of honey taken into storage 
by the cooperative, has almost entirely eliminated the 
erstwhile annual glut, with attendant disaster to price 
Jevels. Honey returns to all producers, cooperative 
members and independents alike, have materially increased 
Since the inception of the Honey Co-operative. Cooperative 
members received 15.25 cents per pound, net F.0O.B. shipping 
point, for their 1943 crop, in comparison to 5 cents or 
tess, even if able to make sales at all,in 1988. Whilst 
much of this increase in price is due to war conditions 
we feel that we can claim with justification that a con- 
Siderable percentage of it is due to the influence and 
operations of this and sister Honey Co-operatives in anes 


provinces both east and west. 
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"Final returns to members since the inception of the 


cooperative have been as follows: 


L939 crop Gece Der 1b. 
1940 crop 9.0% per 1be 
v4) crop 8.75¢ per lb. 
‘1942 crop 13.625¢ per 1b. 
1943 crop Looe erly. 


"Hach successive year these returns to our members 
have been higher than the average received by honey 
producers who marketed honey apart from the cooperative. 
Schedule A attached summarizes the financial results from 
inception. It demonstrates the high percentage of gross 
income returned to the shippers and the infinitesimally 
small: amount unavoidably retained. 

"(c) Provision of Package Bees and Supplies: 

"In the handling of package bees, queens and all 
kinds of equipment and beekeeping supplies, much useful 
Service has been rendered, and the cooperative has made 
available, and carried in store, for Manitoba beekeepers 
generally, much larger quantities of these essentials 
than would otherwise have been possible. Two years ago 
there arose a grave denger that the supply of package 
bees available from the United States would be inadequate 


to fill provincial requirements. The cooperative commiss-~ 


ioned its Manager to visit many of the more reliable Shippers 
at their homes in the southern states, and as a result of 
this personal contact it was possible to arrange for much 
larger shipments of bees than would otherwise have been 
obtainable. 

"(d) Non-Pool and Custom Processing and Packing. 

"The cooperative occasionally buys honey from non- 


memberse Particularly in the earlier years the co- 


« | : ; Ay. 146 oe aa : isi 4 
aa a vii Rar Pt ert - ane ; Dike Et re ny Mabe é 
y ie * ; ANG ao i ae eta . a ae sai ue % cs j aa ¥ nds esa 2 wane oy AN 
mena? he Det een” pie hy ‘ps ‘ty } 


i 


a ik” rg ER ern nai ey: “out rego, | 


vi 7 
may, ie Be 4 t. iy <a ¥ * aw tt Migs: athe’ cn iy ure a Pe, bien 
Pee a ame ety SG divs ri anima, ABs, ssattganke. 
eh eee ONL he Tell vy Wie tae vai eae; *s 

oe Manahe 0a ra. die Sey oe ee tg of Bue ATT Oh, “gt le 
A a ‘ oY nae ~ ey ey zt wore : 
5 4 
| m Pee tne “ore rey sas ‘sal | 
dl 4 , : j he . a ou ry , =a 
mpi eet camal tele Syiett, Bia | tiene Seite ae ed coy" ip. | ee 


7 
‘ . 


. > 2 oy i ; tha) a) 
= a { _ ; Mong # | : 4 
Pes Poel alnoin a: vnciee be sittnwed any PE ae 
abil EN cc . xin he a 4 , 4 
ea ae Pacers ha Di ‘ if 7 ad es : ‘ ot ss H 
as . ¥ : ai = _ oP’ at 7 5) x Yi 
whi hotter AoE Se sy lee ea Le Se 
: . } . fr j E, ; “ 7a 2 Mee y we 
=hed eae + - r y * F / 


eer re | ev, suv yhog steed Sages sade'sas 


int ate o i okiret faire - 


‘ 
ia 
c 
= 
~ 
rs 
— 
iL 
H 
. 
. 
- 
< 
‘ 
i 


; j BN y ; ; <3 of ant 4 
They ; £4. a+ \ | +e " i U Ceo : La 4 0 ad Pas | + iat Lom 7 Pa i 


By ie Bal, otra ae ; : 


| “ -.oliieeee nove Wet. Celt eee eee 
aye 3 dae <5 ps tos f * S " : ° . ; : ye a 


; " 4 yy. 
‘ 2 ; a ah ‘ ; To oe a a” “yt 9 
ae AMES P ei : f 7 4 ge — : rm ae \ aM) ig ft ie pa ay AG? rio _ pet » 7 


mont * dele nce 


F’ on 5.8 a ri ie fa Sie: nat s | 


a! og A a eee 3 =) a 3 
t -— ee 


F i ; rh es Fe oe: TI aa Ae sabes Ey ad f wana a 
Sah? / " maa “et ye, fe suey a 


, . r rf ma whe 
‘ be ’ ae: ee A 5 ss, 
- * ae 4 a” 4 ¥ s R . ? me, i] 7 ir 
H . eS eee we a « Se gee ons et as ; 5 pars a . * ri h FAM) fob ant pal 3 aay 
si E nds Mae . : 4: z ty 


nee *y ad ite 
Pl ‘ 7 4 Os 
; xf 


gS a ete s > 
f ‘ coe S - 
- “rhe a en Fee ree reauy) 


-2010~ Mr. Braithwaite 


Operative was forced to buy honey to prevent unduly 

depressed prices when honey was being dumped upon the 

Open market. Unless this honey had been so purchased 

returns to all beekeepers -- members and non-members alike -- 
would have been decreased. For the year ending May 31, 

1940, this non-pool honey amounted to approximately one- 
third of the volume handled. This percentage of non- 

pool business has steadily decreased and was only one- 

tenth of one per cent of the 1943 crop. 

"From time to time various dealers have had honey 
which they desired processed and repacked. Usually this 
has been honey in large bulk containers when the demand 
has been for the smaller consumer pack. The cooperative 
has rendered this additional service to:the trade on a 
custom basis. 

"In short the Manitoba beekeepers, through their own 
cooperative have made the entire honey industry of Manitoba 
a much healthier, happier occupation. 

“By improving the returns to honey producers, “Dy 
supplying beekeepers requirements, by eliminating losses 
formerly experienced by dealers, wholesalers and revellers, 
and by supplying a uniformly high standard product for 
the consumer, they have revolutionized the industry and 


placed it. upon a much higher plane. 


"Growth and Development: 


"The total number of beekeepers in Manitoba in 1944 
was estimated to be 4,000 of which 1,300 are producing 
over 1,000 pounds a year, and total honey crop in Manitoba 
iS approximately 5,000,000 pounds, of which approximately 
5,000,000 pounds appear on the market.” 

The cooperative had 757 members and received over 


2,000,000 pounds of honey. Continuing: 
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"The cooperative, therefore has over 57 per cent of 
the commercial beekeepers in its membership and handles 
approximately 66 per cent of the marketable honey. 

It has already been stated that the founders of the 
cooperative intended the organization to perform the dual 
function of supplying the beekeepers' needs, and looking 
after the disposal of his honey. Definite progress has 
been made in both directions as the following figures will 


demonstrate: 


Membership 
eae de Od 449 members 
Dece 31, 1944 797 members 


"Paid up capital stock has increased to approximately 
$39,000, Total sales of honey, package bees and supplies 
approximated $525,000 during this crop year, details of 
which are shown on Schedule B attached hereto. In the 
five-year period we have returned to producers a total of 
approximately $543,000. 

"In explanation of the apparently unduly large non- 
Member business it may here be pointed out that much of 
the One Million Six Hundred and Seventy-five Thousand 
peunds of honey delivered during the first year of operation, 
represented producers’ UNSALABLE carry-over stocks from 
the previous year. Sale of the 1938 crop bogged down 
completely, some sales were reported at 3.75 cents net, 


Other producers could not sell at all. The cooperative 


took a lot of this ‘distress' honey off producers' hands, 
Some was delivered as contributions to share capital; some, 
the cooperative was compelled to purchase outright in order 
to relieve a depressed market; some, it took into the 1939 
pool and for this honey producers finally received 6.25 


ents per pound. 
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"Increase in values of package bees and supplies 
is due to some extent to price increases. Even so the 
increase in volume of these commodities has been definite 
and consistent from year to year. This clearly indicates 
the place the cooperative has increasingly occupied in the 
minds and in the confidence of Manitoba beekeepers. 
"Conclusion: 

"le Chaotic honey marketing conditions and depressed 
prices prior to 1939 occasioned grave dissatisfaction 
among beekeepers of Manitoba. 

"Ze The organization of a cooperative enterprise on 
Similar lines to that existing in Ontario appeared to offer 
the only satisfactory solution. 

"3. The Manitoba Co-operative Honey Producers Limited 
was organized to improve the returns of individual members 
and not for corporate profit. 

"4. The growth and development of the organization 
provides conclusive proof of the satisfactory results 
achieveds 

"S. it may also be of interest to note that similar 
action has since been taken by the beekeepers in Saskatchewan 
and Alberta. Subsequently the provincial organizations 
were successful in establishing the Canadian Beekeepers 

| Council, whose aims and objects are to improve the bee- 
keeping industry on a national basis." 

| BY MR. PARKER: 

| Q- Will you let us have, later, copies of your 
financial statements? A. With pleasure, sir; anything 


you require. 


| Q- From the start? A. Yes, 
| Qe You can send them to the Registrar, <A. Yes. 


We Will attend to that. 
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Oe L fail to notice in your brief any reference to 
the question of income tax. Is that correct, do you recall? 
Ae Nr. Chairman, T am just a honey producer. 

QO. 1 realizes that. A. I would hate to get involved 
in any argument with reference to income tax, but I have 
discussed the matter on several occasions with the Board 
of Direeeees of the Co-operative Honey Producers and lL 
think I can express their opinion on the subject if you care 
to have me do so. 

QO. lI dare say I could anticipate their view, that they 
should not pay. A. Ll would Like to give you whee f 
consider thelr own feelings, very Drierly, sessing Uhab you 
have Taised the poLlnt. 

Q. Very well. A. “We in the Honey Co-operative are 
nov. Opposed LO the principls of personal income tax. 
Equitably applied, we regard it as the fairest method of 
taxation; but I believe I have successfully demonstrated 
that our cooperative has no income of its own. It is 
merely the trustee for the members, who not only comprise 
it bub are in fact the cooperative. All net revenues 
are paid to them. very member is responsible for filing 
his or her individual income tax returns and those 
members who are properly in the income tax bracket of 
Reoessity pay What 1S required OF them, Thus No par or 
portion of the revenue of Manitoba Co-operative Honey 
Producers Limited escapes legitimate taxation at the proper 
time and place, and so far as we Can see there can be no 
fairer arrangement than this. I hope I don't stick my 
neck oute Our Counsel did not say that, or anyone else. 

QO. in the -first two or three pages of your priser 
you give a very fair picture of the condition of the honey 


producers during the years preceding your incorporation, which 
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It can generalize by saying that it was a deplorable 
condition -- prices were down, the product was not uniform, 
and so on, as you have described? AS. jY 6S 

Qe All of which was the fault of the producers them- 
selves, the way they were marketing, the kind of containers 
they were using, and so on. All that was within their 
own control? A. It was out of their own control. 

Qe Was it out of their own control as to how the 
produce should be packéd? A. , Yes, more or dese, tecause 
they could only buy certain kinds of containers. 

Q. Was there anything to prevent them ordering any 
kind of containers they chose to ask for? A. That was 
Laci Or -Oreani zation. 

9. the farmer acting on his own? As | LeGe 


Q- So that there was a situation that had to be met? 


A 


ne YOS. 

Q.- Do you contend that organizing cooperatively was 
meu Onty eOlubion to that situation? A. A few of us 
got together and that was the only solution that appeared 
to us. We did not see anything else that could be done. 

Q Had you got together on a different basis, can you 
see any reason why, without incorporating at all, by 
Sessisting each other in groups or by incorporating as an 
ordinary company with what little capital you could get 
together you could not have accomplished all these things 
that you say you have done under the other method? 

Ae No. 

Q. Why? A, Because, in the Tirst vlacs ove Gig or 
have the organization and could not possibly have raised 
the capital. We had great difficulty raising it. 

Q- Did you look into the question of how much it 


would take? A. I stumped this province from one end to 
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the other to try to raise money. We went to the honey 
Producers. 

Qs and you also went to the brokers, I take it, or 
other sources where capital could be obtained and could not 
get assistance? A. We went to the brokers and wholesalers 
who had complained to us continually about the condition 
of our product. Two or three of them had said, “If you 
fellows would get together and do something about improving 
your product, and buy a processing plant, we would gladly 
put some money into it." Well, I had the privilege of 
g0ing around to get them to redeem those pledges when the 
time arrived, and I would like to tell you what they said. 

Q- You can leave that to our imaginations. I merely 
wanted to bring out whether there wad any other way that 
you could have gone about it, or whether this cooperative 
way was the only solution for the honey business. You 

‘nink it was? A. Yes; L am satisfied it was. 

Q Do you think you would have been as successful 
as you have been if the cooperative had been paying income 
tax such as corporations pay on these reserves or surpluses 
and patronage dividends? Suppose these had all been placed 
in the tax column and you had been compelled to pay on 
that basis. fi. I don't know exactly what you mean by 
successful. 

Q- I mean this. You would have got the same returns, 
het returns? A, To the producer? 

%- To the producer? f.. No. I dontt see how we 
could have, but I believe we might have received the same 
amount of support. 

Qe Are you in a position to state fairly accurately 
how much more the producers who market through this co- 


Operative receive for their honey than the other producers 
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in the province situated similarly in eines Local ULES 

get for theirs, marketing elsewhere? A. No. Sometimes 
it is a fraction of a cent, sometimes two or three cents, 
depending on the period of the year. 

Q- The difference between what they get and what 
you get? A. It would depend on when the individual 
producer sold. 

Q- if assume he would sell when the market was best, 
the same as your people? A. xcept that he is under 
duress sometimes. 

je There would not be a great deal of difference, I 
suppose? A. Five cents a pound would make a difference, 

Q- And 1f it was 7 cents it would be a lot more; 

Do you know what it was? A. When? 

Q ft am asking how much more the producers of honey, 
who are not members of your cooperative, get for their horev 
on the average than your men gete ho Tk, C@el anos 2ive 
you 4 figures 

Q- Have you any knowledge that they get any less? 

Ae Yes, we have. We know of individual cases, and our 
Manager and directors and members generally keep in touch 
with these things and know what their neighbours and 
friends sete 

Q. If that is. so, why don't they all come in? Why 
do they keep on producing honey the other way? A. Because 
there are always independents who prefer to let the other man 
do the work and they ride on their backs and reap the 
Benet it. 

Q. How do they receive a benefit if they get two or 
three cents less than they would be getting if they joincd 
with you? A, There is always the odd one who sells at 


the peak of the market or puts out a special product and gets 
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a higher price. 


Q. About a third of the total must be doing that be- 


cause you have only 60 per cent. What about the other 40 


per cent or so? A. We have the majority of the larger 


honey producers. 


2% But you have only 60 per cont of the totel production. 


Why does that other 40 per cent not get into the same busin- 


ess if they could get 5 cents more? Ae Some sell to the 


4 


local storekeeper and some have had contacts over a period 


of years with sales organizations in different provinces and 
etai likey to ship: to individual 4.) markets. Buti wevarse 
getting them increasingly from year to year. 

4 I should think you would, on that basis. Has your 


association ever paid income 


a 


tax? Do eG) 


Qe Have you ever Tilsdvreturney Ae) BVeryo yours 
Q- In those years when you did a large portion of 
buying’and selling other people's honey, did you make those 
returns? Se Yes. 
QO. Ln ohne year you did 40-per cent of non-member 


business? As In the first year of operation. 


ap 


You were not assessed? poet | ANOS 


Q- And in the succeeding years you kept doing less 
and less non-member business? Ae Yes. 
Qe For how many years did you do over 20 per cent -- 
one or two? iw Two at the most. 
BY MR. NADEAU: 
% Do you pay interest on your deferred payments? 
A. No-sir. We pay no interest. 
BY MR. aARNASON: 
Ye In financing your initial payment which you make 


on honey delivered by your producer members, have you ever 


taken advantage of the provisions of the Dominion Agricultural 
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Products Marketing Act? ize Yos. We did during at 
least the first two years of operation. 

Q- You do not do that now? i. No, because as 
our position improved we felt it was not necessary in the 
first place; and the second reason was that the guarantee 
was not large enough, the price that they would guarantee 
or allow us to pay. That guarantee was not as high as we 
felt we had to pay. 

Q. That guarantees, you say, was not enough. Why did 
you not think it was large enough? &. Because conditions 
were improving largely as a result of our operations. The 
honey market was getting stabilized.. The surplus had 
been taken from the market and the attraction to sell out-— 
Side the cooperative was maybe better than it had been in: 
the first year and we felt we had to pay a larger initial 
payment than we had done. That was the reason substantially. 
Vé had to give our members something worthwhile on the 
initial payment in order to get their money, because they 
were hard up anda they always had payments to make immediately 
Giey harvested their crop in the fall, 

By ME. PARKER: 

Q- In reference to bee supplies, on what basis do you 
buy and hand them over to the growers -- at cost? 
“he At cost. 

Q- Or do you charge them the going price and add a 
little trade discount at the end of the year when you are 
settling up? &. It would be difficult to say what the 
going price is going to be at the time we sot prices, 
but we do set them approximately at what we feel the going 
price will be. I say we sell at cost, but these prices 
dec not take into consideration at all the overhead involved 


in the handling of these supplies. 
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Gs LOU Salt ‘to them at less than cost? ie eee Oe 
would not say that. 

Q. Do you fix a price on the supplies on such an 
estimate that these supplies will bear their proportionate 
Share of the corporation's operating cost? By ‘Thee 1s 
PLenG. 

Qe Why did you stop paying interest on share capital? 
&. There were several reasons. In the first place, I was 
largely responsible for the organization of this ©ooperative, 
In my earlier years I was employed by cooperative enter~ 
prises in England and memory of it was very vivid, so that 
I Knew distinctly that their first responsibility was 
Said to be the payment of 5 per cent interest on share 
capital. That was so in the society I worked for, and 
haturally we assumed that was the thing to do in Manitoba. 

Q. As regards that expense, how did you begin paying 
rie A, I would like to say that we had the greatest 
difficulty in raising share capital in the first place, 
and we invited subscriptions, payments on share capital, 
from anybody who might care to come in. 

Q- Not necessarily honey producers? A. Noy and 
Naturally we offered an inducement of 5 per cent interest 
On share capital. Later on, however, we felt that it was 
ho longer necessary to pay interest on share capital. In 
my Own instance, I have @ fair amount of share capital in 


there, but of what use is it to me to receive interest 


Oo 
DS 


it? If Ido, I receive that much less on my honey. 

Q- Exactly. We have heard very often in this inquiry 
certain statements in that regard and perhaps you can help 
us on the point. It has been said that these cooperatives 
do not get -— and they leave the inference that they do not 


Want -- interest on share capital. Do you agree with that? 
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Do I understand you ta state that instead of receiving it 
as interest on share capital they get the same thing or a 
little more on the return for their products? Aa Lily biey 
deliver honey. But we still have some of the original 
members who do not deliver honey and still they have share 
capital with us. I don't hear them squeale 

2- But on what principle of equity can you justify 
the canvassing of these people for Share capital on the 
assurance that you would give them interest at 5 per cent, 
and then afterwards deciding by a majority that they would 
get no more? A. That is the only Way GO J USG it yu ie. 
that it is decided by the majority. 

Q And the minority have to accept it? A, They were 
informed at the annual meeting. After all, the majority 
rules. We have not many of those members, however. 

BY MR. ARNASON: 

je Have you made any arrangements to repurchase the 
Share capital of members who are not honey producers in view: 
of the fact that you discontinued the payment of interest - 
On Share capital? ; 

Dah. PARKER; 

Q- What happens to a member if he goes out of the 
honey producing business, if he wants to retire? What 
happens to his share capital? A, DUP nSs nee) say phnee 
years, at practically every board meeting that I have 
attended, we would have applications from producers who were 
discontinuing bae-—Kkeeping, (or Tron che representatives of 
persons who had died, asking that their shares be trans- 
ferred to some other bee-keeper who had taken over or was 
Willing to take over, 

Q- <Anc that is usually granted? A, Yes. 


Q- Suppose a member said, "I want my share of the 
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capital back and I cannot find a buyer." hy. Unvese 2G 
wCre On compassionate grounds we would turn it down. 

%- Why? A. Because at that time we were not in 
a position to do otherwise: 

Q- But now that you have got thoroughly established, 
Suppose @ iian wanted to go south; suppose he wanted to 
take all that he could get together and he said to you, 
"I want my share capital and my share of the hold-back." 
What would you do? A. At the present time the board 
would give that appeal very sympathetic consideration and 
arrange a transfer to some other bee-keeper. 

Q- But unless it could be arranged he would have no 
right to demand his share? A. He cannot demand it in any 
Other way. 

Q- lt depends on fair treatment accorded him -- by 
whom? A. The Board of Directors. 

Q- Or the shareholders? A. Usually the Board of 
Directors. 

Qe is there any appeal from the directors to the 
Shareholders? A&A. No appeal has ever been necessary, 

BY MR..BLLIOTT: 

Q2» You say that some purchases are made from non- 
MemberSe How does the price paid to the non-member compare 
with the initial payment made to the member? Ae I am 
afraid I weuld have to get the Manager to answer that 
question. These things are left pretty well to the juris- 
diction of the Manager. Our Manager is here. 

THE CHATRMAN: How do you distinguish between the 
amounts paid and allocated to your individual members? 

THE WITNESS: How do we distinguish on our records? 

THE CHATRMAN: Yes. 


THE “YITNESS: We have a personal ledger for every member, 
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which shows the amount of honey he has delivered and his 
credit, the amount paid out and the amount still remaining 
allocated; but we have no revolving fund. 
HE CoATRMAN: You have no revolving fund? 
THE WITNESS: No, 
THE CHATRMAN: As regards the portion allocated to 
him, can he compel payment of that at any time? 


Toe WITNESS: I. don't know, sir. 1 ceoula net answer 


THE CHAIRMAN: You have no experience. 

THE WITNESS: No. In the past three years we have 
puid out every cent of reserve except a small amount we 
could not divide last year -- $200 or so. 

Di Mas PILOT: 


2) 


- Your by-laws provide that a member may be expelled. 
Has that power ever been exercised? f.. Never. 
BY MR. VaUGHAN: 

Q». In your schedule B, under the heading “Volume 
of Sales", you have an amount of $360,000 for 1945 and 
you have an amount of #125,000 for ‘Package Bees". Will 
you explain what that particular item is -- package bees? 
A. A large percentage of the bee-keepers these days do 
not winter their bees. They kill them in the fall and buy 
new bees in packages from the southern states in the spring. 

O° And to whom do you sell these bees? yep ed ie 
individual members and bee-keepers generally. 

Q. Your general by-laws provids, in No. 8: "No member 
shall be liable for debt owing by the Association beyond 
the sum remaining unpaid on his subscription for shares." 
Does that mean that the members take all the profits but 
that if there is a loss, so far as the creditors are 


concerned, they are not responsible? A. I don't know that 
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I can answer that. I understand that the member. or share- 
holder in a limited company is only responsible to the 
extent of his own particular share, Isn't that right? 

Q. Do you put this Association on the same basis? 

A. That is right. We are a limited liability company. 

2. You say that everything is owned by the members, 
It is the members! business; all-assets belong to the 
members e A. What exactly is the question? 

Q The assets of your Association belong to the 
members? Bos “YOS~ 

Q- And all profits made belong to.the members? 

Poe snere Sree prorits. 

Q Or earnings -- I am not sticking to‘that word. 
Whatever it is, that belongs to the members? A. Yes. 

O,' Yet the Roene estas is aldlamated company? | A. “Yes. 

Q- And the members are not responsible in case of 
a deficit? As Theat is right. 

Q. Does that seem right? A. I don't know anything 
about company law, but isn't that the common practice? In 
a corporate organization each member is responsible only 
6O tne extent of his own individual share. 

Q. And you want to place your Association on the 
Dasis of a limited company when it comes to liability, 
but on the other hand you do not wat yourselves in that 
category when it comes to dealing with profits Or. Bearnines, 
You say the earnings belong to the members. A.) Phetits 
SO. We don't visualize going broke. We have a pretty good 
financial standing. 

Q« But that is not. the point. A. For the rest of 
bhe question Ll must refer you to Mr. Scarth. 


Q- We are not anticipating that you will go broke, 


but if you do go broke you are not responsible, the members 
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are not responsible, neither is the corporation? 

A. I guess we would be responsible, the Board of 
Directors and the members, though the individual member 
would not be involved in a financial liability beyond 
the extent of his own shere capital. 

THE CHAIRMAN: That is the principle of limited 
liability. 

THE WLTNESS: As I understand it. 

THE CHAIRMAN: Which is the main feature of incorpor- 
ation? 

THE WITNESS: Yess 

BY Mie BLLLOT?: 

Oe Tne Sshercs may be paid in casn or by deductions 
from the amount allocated or apportioned to the members. 
Actually, how have most of the shares been paid? 

“In the first place considerably in cash, or I would 
say in part in cash. The way in which it works out now, 
honey is delivered in odd amounts, The shareholder or 
member may have a $20 share which allows him to ship in 
2,000 pounds of honey. He may ship in, however, By 2.00 
pounds, in which case we would retain $1 for the hundred 
pounds extra, and next year he can ship in 2,100 pounds; 
but if he chips 2 tons we have to collect $40. That 
applies ser once. The shipper has got to hold share 
capital to the extent of one cent per pound on his de- 
liveries to the plant and once that is put up it is good 
for all future shipments, so that $20 once paid will allow 
that man to ship a ton of honey every year; but immediately 
he ships in excess of that, one cent per pound is retained 
on the excesSe 

Q. And if his shipments later diminish? 
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As That share capital up to the present stays there. 
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BY MR. SCARTH: 
Q. Mr. Parker asked you why all independent persons 
did not join the Association. Is it not a fact that many 
persons are not prepared to wait until the end of the year 
to find out what the final payment will be’ Ae That 
was very much so especially in the first years. That 
situation is casing a Little now but btdoes enter inv] 
the picture. 
O68 Poavips one of he factors? A. Absoluvely.« 
BY MR. THORVALDSON: 

Qs Are you the only company here that is in the 
business of selling package bess? Age NOG? there are 
otherse 

Q. You make sales to bee-keepers generally, of package 
bees and supplies, whether members or non-members? A. YeS-e 
Q. You said that your non-member business was only 
one tenth of one per cent. Does that include the business 
in package bees and supplies? A; ‘Phat particular tigre 
Peters .bO(Oney . 

Q. Do you do any amount of non-member business in 
respect of package bees and supplies? A. Gh den liicknows 

"Q. Could your Manager reply to that? Would he know? 
You do not know at any rate? Aha No. sDtamigksioe 2 
little aifficult to get that. Db would involve a. Dit les 
plerical works 

Q. I take it you have two classes of membership. There 
is the $20 share. and large producers are compelled to buy 
an additional share or shares. A. Yes, but the membership 
is the same. 

Q. In any event, some of your producers are required 
to purchase additional shares? A. On the basis of their 


deliveries of honey. 
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Q. On page ten you speak of cra working capital, You 
will find it at the top of page ten. Is your working 
capital determined by the directors or the shareholders ~- 
the amount you desire to have in the working capital? 

A. To a- certain extent it is more or less automatic. 

It is increasing from year to year because our business is 
increasing and we retain one cent a pound from the members, 
one cent per pound to the extent of honey delivered. But 
Lie ie NOt or tone years 

Q. For how long ee you retained that? A. We 
have retained it from the inception. 

Q. One cent per pound on every pound? Ae PODS Canny 
per pound once. If I deliver a ton of honey this year anc 
I am a new member I contribute one cent per pound, which 
sets me up a $20 share. I then deliver a ton of honey 
every year on the strength of that same $20 share. 

Q. So that the share capital is deducted from ship- 
ments? A. Unless it has been paid in cash. 

Q. On page eight you refer to the question of member- 
SiO. | LOU speak of corporation memberships, A. The only 
reason that was put in was because there is the odd case 
where we have three or more bee-keepers who join together 
in a partnership and we allow one of these three, That 
would apply to Hutterite colonies, 

Q. They are corporations? A. YeSe 

Q. How many corporations have you? fe tseouLd not 
answer thate 

Q. -You have some? A. If we have them they have only 
come in in the last year or two, or only within the last 
year. That accounts for some of the non-membership honey 
or honey sold outside our organization. Quite a percentas, 


of that belongs to these colonies. 
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Q- For only two years, you said, you had done more 
than 20 per cent of non-member business. Ba. LOO not 
be: sure. 

Q- When you did more than 20 per cent did you pay 
ancome tax? Aa NON 

Q- Even at the time when, according to your own 
Statement, you did more than 20 per cent non-member business? 
ee Sao) ce Pee 

Q- And you were not assessed for those years either? 
A. That is right. We have never been assessed. 

BY MR. SCARTH: 

Q- Did you have any surplus in those years? 

A. We have paid aracyntie back to our members witn the 


exception of those two small amounts, $8,000 in all. 


He. R. GARLAND, 

Manitoba Co-operative 

Honey Producers Limited, 

having been duly sworn 

testified as follows: _ 
BY MR. ELLIOTT: 

Qe When you buy honey from a non-member, how does 
the price paid him compare with the initial price paid 
the members in that year? A. The amount paid on straight 
outright purchases is usually about twice the initial 
payment. J think it. is stated in the brief that the initial 
payment to our members usually approximates 50 Percent. OF 
the then market price. 

Qe So that you pay the non-member the then market 
price as nearly as you can approximate it? A. Yes, and 
provided we want to buy at that price. 

Q- Do you accept shipments from any non-member who 


asks you to buy? &. If we are interested in purchasing 
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honey at the price at which he is Willing to offer it. 
BY MR. THORVALDSON: 

Q. How many corporation members have you? 
ae I would estimate approximately i Oar ae eae are 
practically all the Hutterite colonies, Practically all 
our corporations are Hutterite colonies. 

Q. Mr. Braithwaite stated that your non-member busin- 
ess was one tenth of one per cent. A. That referred 
to the volume of non-member honey business in 1943. 

Q.- So despite the fact that you are willing to 
purchase from anyone, non-member business as to purchases 
is very small? Ae It has steadily declined. 

Q-» What about the sale of supplies, bees and supplies, 
to non-members? Mr. Braithwaite says the sales are to bee- 
keepers generally. Ae Yes. I would estimate 75 per cent 
of package bees and bee supply business is done with our 
Own members, 

Q- So that there would be 25 per cent non-member 
business in that? A. Yes. When combined with honey it 
would be considerably less. 


TH 


es 


CHATRMAN: That concludes the brief, 

MR. PARKER: We will now take No. 254, the Pool 
Insurance Limited. 

MR. MILLIKEN: There are two submissions which will be 
presented by one witness. They are both subsidiaries of 
those that operate in Winnipeg and it will be no disadvantage 
to you if you have not heard the Wheat Pool case before 


hearing these, 
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ROBERT M. DANSER, 
Manager, 
Pool Insurance Ltd. 
and 
Pool Insurance Company, 
having been duly sworn 
testified as follows: 
BY MR. PARKER: 
Qe What is your occupation? A. Manager. 
.- How long have you been Manager? A. Since 
incorporation. 
Q- When? Be Liao" 
Q.- I notice the brief is headed "Pool Insurance 
Ltd. and Pool Insurance Company.” What is the difference 
between them? A. There were two companies. Pool 
Insurance Ltd. was first organized as a provincial company 
and then the Dominion company superseded it. 
Q» Which is the present company? A. Pool Insurance 


Company e 


Q. Is not the word *Limited"® part of the name? 
a I 


@. How was it incorporated? A. By special act 


of Parliament. 


MR, MILLIKEN: That will be clear when the brief igs 


BY MR. PARKER: 
Qe Was this brief prepared by yourself? By OWT Eh 
the aid: of Counsel. 
Q- Are the facts set out therein within your own 
personal knowledge? A. Yess 
Qe Are they true? fiw” ee 
a) 


« Will you read it? A. Lt reads 


a 
bY 


« 


“ 


” 


‘ cr Ca 
RE Se 
fa at 


Bed 


fy =e finger saar Aina 


Ye Shu “3? 
* 
‘ : 
ts, : < 
/ 4 
4 ’ 
4 ek £ 
Ry by) Od 
‘ 
ee bares i) 
w ae ey Ay ef 
‘given ive Dieta 
Awe 
rs, m 
b ¥ ] 
‘te ; 
> _ 
“ e - 
Pay 4 a | 
tad 
ye Y J hi 
F 
’ 
ay 
‘ 
1 
’ 
° 
an 
we 
Ly 
a ’ 


—_ 


a4 


il adeigheee 

way Toxin 
3 or 
A Oey 
T+ ee 
Wath cu ae 
i oy ene 


pes 


- 


fy 


B-35 -2030— Mr. Danser 


"Submission of Pool Insurance Ltd. and Pool Insurance Company 
to 
Cooperative Taxation Commission -~ 1945, 


"le. The three provincial wheat pools of Manitoba, 
Saskatchewan and Alberta early recognized that an important 
item in the cost of handling grain was insurance. They 
considered the feasibility of carrying their own insurance 
by placing money in a fund equal to the premiums they were 
paying for insurance. This procedure, however, would not 
meet the requirements of the Board of Grain Commissioners. 
That bocy must approve of all insurance carried on grain 
by licensed elevator operators, and naturally insisted 
upon insurance being carried with properly organized 
Companies » Accordingly the wheat pools determined to form 
their own insurance company with a view to effecting for 


their members whatever savings might accrue therefrom, 


| "22 In the month of May, 1939, the three marketing 
organizations, namely, Manitoba Pool Elevators Ltd., now 
Manitoba Pool Elevators; Saskatchewan Co-opverative Wheat 
Producers Limited, now known as Saskatchewan Co-operative 
Producers Limited, and Alberta Wheat Pool, incorporated 
an insurance company under the provisions of the Manitoba 
Companies Act. The Company was known as Pool Insurance 


Limited. The Compauy had an authorized capital of Three 


Hundred Thousand ($300,000) Dollars, divided into three 
thousand shares of One Hundred ($100) Dollars each. This 
was subsequently increased to Five Hundred Thousand 
($500,000) Dollars, divided into five thousand shares of 
One Hundred ($100) Dollars each. 

"3e Three shares of stock were allotted to three 
directors of Manitoba Pool Elevators Ltd., three to three 


directors of Saskatchewan Co-operative Wheat Producers Ltd., 
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three to three directors of Alberta Wheat POOL, Bax 
hundred and sixty-five (665) to Manitoba Pool Elevators 
Ltd., six hundred and sixty-three (663) to Saskatchewan 
Co-operative Wheat Producers Ltd., and six hundred and 
sixty-three (663) to Alberta Wheat Pool, 
"en The original by-laws made no reference to refund 
of excess charges or payment of patronage dividends, but 
by an amendment passed January 5, 1940, Article 38 of the 
general by-laws was amended as follows: 
Moy part of. Ene prorits or ‘surplus earnings 
of the Company may be paid or credited to such members 
of the Company or classes of Members as carry on 
business with the Company in proportion to the amount 
of premiums paid to the Company by such members or 
classes of members during such period or Periods ‘or 
time aS the Company may from time to time determine,! 
"Se The Company commenced operations on August 1, 
1939, carrying fire insurance on the country elevator 
properties, agents! dwellings, office furniture and 
fixtures and grain of the said three provincial associations 
and their allicd subsidiaries. It did no business with 
the outside public. Its financial year ended December 31, 
So its first year's business was for a period of five months 
only. Its net surplus for that period was Sixteen Thousand, 
Two Hundred and Sixty-Six Dollars and Eighty-Two Cents 
(y16,266.82) which was distributed as follows: 
S per cent dividend on its paia up capital $1,567.18 
Held in reserve 5,000.00 


allocated and distributed as @ .rerund of 
excess charges 9,699.64 


PL6 266.82 
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The excess charge refund was paid to the three marketing 
organizations in question in proportion to the volume of 
business they or their subsidiaries haa done with the 
Company during the five months! period. It was paid to 
them on the llth of June, A. D., 1940, in the following 
amounts 3 

Manitoba Pool Elevators Limited $1,127.26 
Saskatchewan Co-operative Wheat Produeers Ltd. 6,2126447 


alberta Wheat Pool 24099291 


$9,699.64 


The above reserve of Five Thousand ($5,000) Dollars was 
subsequently allocated on the same basis and paid to the 
members on the 9th of December, A. D. 1940, 

"Oe In due course income tax returns were faded 
claiming total exemption as a cooperative. In the month 
of January, 1941, the Company was assessed for the income 
or the year 1939, the Department holding the Company's 
elurplus to be taxable. Tn February, 1941, the Company 
filed a Notice of Appeal against the said assessment. The 
next step in the appeal must be taken by the Department, 
and as yet nothing has been done in connection therewith. 

"7. In the year ending December 51, 1940, the Company 
again showed a Surplus, which, apart from a five Wee sie 
cent) per cent dividend on the paid up capital stock, 
was all allocated and on June lz, 1941, distributed to the 
members on a refund of excess charges basis. Income tax 
returns were filed claiming the total Surplus to be exempt 
on the ground the Company was a cooperative. 

"8. Because of a ruling of the Board of Grain Commiss- 
loners to the effect that insurance on grain in licensed 


slevators must be carried with Dominion licensed companies, 
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the Company in the year 1940 applied to Parliament for a 
Charter. The application wags granted, and from January 1, 
1941, on the Company operated under its Dominion Chartere 
pecs, (Chapten 50, 8. of Oe. Yoao 
ft the same time the name of the Company was changed from 
Pool Insurance Limited to Pool Insurance Company. The 
capital stock remained at Five Hundred Thousand ($500,000) 
Dollars, and the shareholders of the old Company became 
the shareholders of the new Company, with this variation: 
the individual shareholders were obliged to hold twenty-five 
(25) shares each in order to comply with the provisions 
of the Canadian and British Insurance Companies Act. By 
Secvlon oO or the Act of incorporation or the Company, 
apart from the qualifying shares of the directors, NO 
Shares can be held by anyone other than a cooperative or 
a subsidiary Oe a cooperative. 

oe By Section 10 of the Act a director need not 
hold shares in his own right as is provided by Subsection 
2 Of Section 6 of The Dominion Insurance Act, but he must 
be an officer or a director of a cooperative which holds 
in its own right capital stock of a par value of at 
least Twenty-five Thousand ($25,000) Dollars. The shares 
allotted to the directors are not held in thoir own pi ent, 
the money paid for them being supplied by the three 
provincial cooperative marketing associations, 

"106 By Section 8 of the Act, the directors, after 
allowing for a dividend of not more than Five (5 per cent) 
per cent on the capital stock, might distribute the balance 
of the surplus in the form of a refund of excess charges. 
In this connection it is of interest to note that Paragraph 


45 of the general by-laws of the Company reads as follows: 
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‘The Directors may from time to time by 
resolution declare dividends and pay the same out 
of the funds of the Company available for that 
purpose, provided that any part of the prorits or 
surplus earnings of the Company may be paid or 
credited to the policy holders in proportion to 
the amount of the earned premiums paid to the 
Company by such policy holders or classes of Policy 
holders during such period or period of time as the 
Company may from time to time dctermine.! 
"The subscribed capital stock was Two Hundred and Fifty 
Thousand ($250,000) Dollars, held as follows: 
9 individual shareholders, 25 shares each ee20 shares 
Manitoba Pool Hlevators Ltd. 759 shares 
Saskatchewan Co-operative Wheat Producers Ltd. 758 shares 
Alberta Wheat Pool (S38 shares 


Total ec ecee 2,900 shares 


"The shareholders have paid a bonus of Twelve (12 per cent ) 
per cent on these shares, 

"lle For the year ending December ol, 1941, after 
declaring a dividend on its capital stock of Three (3 per 
cent) per cent, the remaining surplus was allocated in the 
form of an excess charges refund. This was paid to the said 
Associations on May 26, A. D. 1942. In the following years 
the Company adopted a like course, with the exception 
that it declared a purely nominal dividend on its Capital 
stock. This it was obliged to do before it could declare 
a refund of excess charges in order that it might comply 
with the provisions of Section 8 of its Act of Incorporation. 
(See: Paragraph 10 above). In each of these years it 


allocated the entire balance of its surplus in the form 
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of an excess charges refund and paid the same on June Ly 
1943 and May 4, 1944, respectively. In July, 1944, 

the three marketing associations changed their owner- 
Ship of stock to more nearly approximate the business 
each was doing with the Company. Each year the Company 


has filed a return with the Income Tax Department claiming 


complete exemption as a cooperative, and to date no 


assessment has been made in connection with any year of 
its operations. 

"12. We have already noted the three province Lal 
associations entered the insurance business for the sole 
purpose of reducing the costs of marketing their members! 
gains. Had they been permitted to set aside a sum equal 
to the insurance premiums paid by them and use it to pay 
fire losses, no one would suggest any surplus remaining 
after the payment of losses would be considered as income. 
It is submitted that because they were obliged to form 
a separate company to attain their object, this in no way 
alters the results secured thereby, namely: to effect 
Savings which are directly reflected in the income of 
their members. That such savings should be treated as 
taxable income merely because the associations were com- 
pelled to incorporate a Taek ees entity would appear 
to be not in the public interest, because such will tend 
to discourage the spirit of self-help which must be an 
important factor in re-establishing the post-war economy 
of Canada." 

I would like to add something to that. In regard to 


the assessment referred to for the year 1939, we wish to 


point out that the Dominion Superintendent of Insurance 


set up in the Blue Book, in the year 1942, $2,000 under 


the heading of taxes incurred under the Income War Tax 
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Act 1917. No amount has been set up out of any other 
year's operations. 

de I notice that on page two of your brief you set 
forth the net surplus for a five-months! period. You have 
Ziven the fieures to show what was done with the surplus. 
Can you furnish us now with similar figures for the succeed 
ing years? A. In apalytical form, yes. 

Qe Would it show the same information for succeeding 
years as for this five-month period? A. The total 
surplus for the year is shown. 

Q. Hach year? A. Hach year since the Company 
was organized. 

@>+ That is, the totals? A. In the last column, 

Ye Exhibit 1 is attached to the brief. This shows 
in the first column $16,266.82? Ave) Mes « 

Qs That is whe surplus.for that five. months? 

A. Yes, the first five months of operation. | 

Qe And that is divided as set forth in the next 
table? Hay. LOS « 

Qe In this exhibit, the third column, you show the 
surplus for 1940? A. Yes. 

Qe And so on through the brief? A. Yes. 

Qe Does this statement show how the surplus was 
divided in each case? A. No. This statement does not, 
but I have the information. 

Qe In the item just above the bottom figure you 
have interest on capital and repayment on excess charges? 
A. Yes. It shows the split-up of interest but does not 
Show split-up of patrons. 

Qe Whatever number of patrons there were? It shows 


v 


what is paid back to patrons in the gross? A. Yes. 
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e Are these amounts divided approximately in the 
Same proportion as the first period or on some other basis? 
&e The same basis, but it depended on the income from the 
various members. That was the basis of distribution. 

Qe Was it all paid to those three units? dies YOR s 

Qe But not necessarily in the same proportion as 
the first? 4. Not on the same percentage. 

Qe Have you the financial statement of the company? 
ae Just for 1943, We haven't got them further back but we 
can get them. 

Qe Can you get them and file them with the Registrar -- 
a complete statement? Can you give us the balance sheet? 
i. Yes. When are they required? 

Qe A£S soon as you can get them out. Be Genius 
a case of typing them, 

Q 1 understand there are other interests who want 
to examine them and I suggest they be given an opportunity 


unless there is some particular question you want to ask, 
Mr. Chairman. 

MR. FILLMORE: Why not let him eet the Orie? ot the 
associated company, Canadian Pool Agencies Limited, and 
then examine him on both? It would be more convenient. 


THE CHAIRMAN: Possibly we could dispense with the 


reading of the other brief if they are identical. 


MR. FILLMORE: No, they are not. 
MR. PARKER: I see no objection to his Nead ine tik, 
THE WITNESS: The brief of Canadian Pool Agencies 
Limited is as follows: 
"Submission of Canadian Pool Agencies Limited to Co-operative 
Taxation Commission - 1945. 
"le In the year 1924 the Co-operative Wheat Fooling 


aSsociations of Manitoba, Saskatchewan and Aloerta, 
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incorporated a selling agency for the purpose of marketing 
the grain of their respective members through one organiz- 
ation. This selling agency was known as Canadian Co- 
Operative Wheat Producers Limited and wag incorporated in 
the month of August, 1924, under the provisions of the 
Dominion Companies Act. It had an authorized capital of 
fifteen hundred shares of a par of One Hundred ($100) 
Dollars each. Each of the said provincial associations 
Subscribed and paid for five hundred shares. The purpose 
of forming the Association, as set forth in its charter, 
was 'to be an agricultural organization instituted for the 
purpose of self-help and to improve methods and reduce 
costs of marketing grain', to serve as a central marketing 
association of the said cooperative associations. The 
agency was to operate on a non-profit basis and was to 

be the marketing agency of the said marketing associations, 
and of no others. 

"oe Ihe selling “agency accepted delivery of grain 
forwarded to it by the said three cooperative marketing 
associations and sold it to the best advantage possible. 

It deducted its actual costs of operations and pead.to 

its principals the entire proceeds realized from the sale 
of their members! grains. The Charter of the Company 
prohibited the payment of any dividend on its Capital stock, 
This selling agency not only marketed the erain of the ‘said 
three provincial associations during the years 1924 - 1930 
inclusive, but it was the agency through which the Dominion 
Government undertook to stabilize the price of wheat in the 
years 1931 - 1934, both inclusive, that is until the 
Canadian Wheat Board was brought into being in 1935, when 
one of its first undertakings was to purchase from Canadian 


Co-operative Wheat Producers Limited its entire grain 
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marketing stabilization holdings. From that time on the 
Canadian Co-operative Wheat Producers Limited has simply 
arisied as a coordinating agency for: the three provincial 
cooperative grain marketing associations. It has been 
referred to in this brief and brought to the attention of 
this Commission for the sole purpose of more easily ex- 
plaining the activities of Canadian Pool Agencies Ltd. 

"3. Canadian Pool Agencies Ltd. was incorporated 
on the 50th day of June, A. D. 1928, as a private company 
under the provisions of The Dominion Companies Act. It 
was incorporated by Canadian Co-operative Wheat Producers 
Limited at the request of the three provincial cooperative 
marketing associations for the purpose of effecting any 
Savings which might arise from handling brokerage connected 
with insuring their members! grain and elevator properties. 
It would collect the usual commission paid to insurance 
brokers and in turn any savings realized therefrom would be 
paid directly to the three associations in question by way 
of a reduction in the cost of insurance rather than by 
way of a dividend on invested capital.’ These associations 
in turn by their practice of distributing savings on the 
basis of volume of business done by their members would 
distribute the savings thus obtained to their members, 
and in that way would enhance the income of their members. 
Had not a separate legal entity been set up, the savings 
could not have been effected because no brokers! commission 
could otherwise have been secured, 

"4 The authorized capital of the Company was twenty 
thousand ($20,000) Dollars, divided into two thousand 
shares of Ten ($10) Dollars each. 


See: Canada Gazette, July 28, 1928 
at page 284. 
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"The entire capital stock was Subscribed by Canadian Co- 
Operative Wheat Producers Ltd. and its nine directors who 
held one share each; each director held such share only so 
long as he remained a director. In the month of September, 
Ae D. 1951 when the three provincial cooperative associations 
ceased to use Canadian Co-operative Wheat Producers as a 
marketing agency, but thereafter each Operated their own 
individual agency, the shares held by Canadian Co-operative 
Wheat Producers Limited in the Company were transferred to 
the three provincial associations as follows: to Manitoba 
six hundred and sixty-three (663) Shares, to Saskatchewan 
and Alberta six hundred and Sixty-four (664) Shares each. 

"Se The by-laws of the Company contained the usual 
colapany provisions regarding paying dividends on stock. 

In the year 1933 was added an amendment authorizing payment 
of the savings in proportion to the volume of business tran- 
sacved with the Company, 

"6. The Company commenced .business August 1, 1928, 
and has at all times since that date acted as broker in 
placing insurance of Canadian Co-operative Wheat Producers 
Limited, while it was in the grain marketing business, 
and in placing the insurance of the three provincial co- 
Operative marketing associations and their subsidiary 
companies. 

"7, From the commencement of Operations until the 
year ending August 31, 1931 the entire savings of the Company 
were allocated and paid to Canadian Co-operative Wheat 
Producers itde and to the three provincial cooperative 
marketing associations in proportion to the volume of business 
each had done with the Company for the previous year, 
Commencing with the year ending August 31, 1932 to the year 


ending August 31, 1940 a dividend of Six (6 per cent) per 
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cent was first paid to the respective associations holding 
stock in the Company, and the remainder of the savings 
distributed to them in proportion to the volume of business 
done with the Company by each association. After 1940 
no further dividend had been paid on stock, the entire 
Savings being distributed on the basis of patronage, 

"8. The Company has always done a small percentage 
of non-member business for employees of the said provincial 
associations, for the Canadian Wheat Board and some others. 
It is now exceedingly difficult to secure accurate figures 
of the total volume of this non-member business done 
during the early years of operation, but commencing with 
the year 1932 the percentage of such non-member business 


has been as fcllows: 


Percentage _Percentage 

1932 3208 1939 396 
1933 5.01 1940 11.15 
1934 2489 1941 4.58 
1935 14,06 1942 50D] 
1936 12.07 1943 1.83 
1987 5629 1944 2401 
1938 5258 


"9, Tax returns have been filed by the Company in 
pySlry Nearer Lbs; operations, the Company claiming ex- 
emption as a cooperative operating on a non-profit basis, 

No exception to this claim was ever mads by the Department 
unti, the month of September, A. D. 1944, when a notice of 
assessinent was received, assessing the Company for its 
entire savings after deducting expenses of Operation arising 
from the business transacted by it for the years 1940, 

1941 and 1942, An appeal has been filed by the Company 


Claiming exemption as a cooperative. 
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"10. We have already noted the Company was organized 
for the purpose of effecting Savings in the handling of 
insurance connected with the marketing of grain of the 
members of the three provincial marketing associations. 
To the extent that the original purpose has been realized 
the incomes of the individual members of the said associat- 
ions have been accordingly increased. This Saving they do 
not consider should be treated as income in the hands of 
the brokerage agency merely because the associations were 
compelled to organize a separate legal entity in order to 
secure such savings. The associations believe that any 
action which may discourage the farmers of the prairie 
provinces from uniting for their mutual Help che (Oo ire uo 
public interest, They further believe that to treat the 
savings thus effected as taxable income could have no other 
result, and that any tax on such savings is therefore an 
unjust, unfair and inequitable tax." 

BY MR. PARKER: 

Qe What position do you hold with this Company? 
A. I am Manager, 

Qe You have been associated with it ever since it 
was formed? A. No, the year after it was formed, 

Q- When was it formed? As wh 9B. 

Qe And you have been with it since 19299 A. Yes, 

Q- Did you prepare this brief? A. Together with 
Counsel. 

Qe Will you file the by-laws of the Association? 

A. Yes; we have them. 

MR. MILLIKEN: Do you want the memorandum and by-laws 

of the original company or just those of the second one? 


MR. PARKER: We would like to have the whole thing. 


a Balen « vi ae 
a i mds 8, nav ro vias rm 


= + 


ne, Boats - al — 


moat ih | Gna ont th ipa tbtaooe: oad, 
| Men, tain taae i: Aci ah PS of “ee ‘bs teat id “ntoetes bt ao bia). il 
oo \ pie iT 

| By amie Bidar iat uh cache ene RS peo 2 ‘hin: seoiteral, omarion vay a 


i Wen my ; p ay ie y.. 


Bee obits vis bs mr dacttiae, Raima enie all btegtae 3 a kage oe sv fesoation , 


a, 


a Ma. Pen ee ea . en ke’ i, Wig Bt gives thee Pair) ‘ 
PRS «had * it af aah ‘nis we re the et ahay eh oes, nodes - 
: on bp m ed te Bau hs Fig: fee = h eadatised rie cee 
ey oe es ae ioe weve had: makin cet ih aaa ih 
hbo saan yl pi : 
Sa VG DG liane tae 1% Le0. Be -beygakte eudids i Abies ; 
f 7 yye'tt : F es | thas Pes rhe tie i _ a m Wo i gaee is al 


oe He al i eae ieee ean sfotn 9 gevhee 


? 
i , Pi a 
WG - Fa a4 ’ F : f k Tike A Pee 
thos E we <i te j 


yee i 
; a 


5 , : ‘ j 
ip ue a ee) a " 2 ' 
van Le Dies ‘ 
ABY | r “a 
us - ‘ ror 
a e © . nf ( Atk i> 
P / ey 
‘an * 
vi ui m4 
f 1 Wier gt id rj 
a r tn al is ae | y 4 Lf so 
P, eeea ee 
ii ere aap 
es 4 
oY +f * rs ay 
oy 2 6 i 4 t { 
a . -/ . j a ' = ae S@ 
J > 
aK 2 arr = aait 
4 


; . , 
. oy ‘ a * 
ray uy) : . F. 
4. - ¢ > Vie. py 
ir : y%s tf Bi rt . MO) ad ée™ 
TAD. ‘ * : } 
7 = Sri: 
Tih * yh : sroirinet OA 
ie f ? pene eatie  } Rae 
oy a fe 4 
Oe 
AY re ‘ j : 
oy 
| 


is 
. ? ay: Lies ae 
6 a 5 
a Saad tis bert, 1) GW gale ett GR 
n , i r EM 4 
ay i ‘ oe: Te. Y ais ie ie Lane 
wi oar i 
ole * geneahy eae he aie: 
; 7 . A i ' MS ou "3 hd ae 
mr) shit) se PALIN iy 
ae | t22 aoe ya ORB ot es 
va BP St SNe ote beige inh oy SG ‘as beg. pe Mi SO a ete Dota 
i Bie A pe a at r x Gn ie Me cele eat ore ‘I 0.6 e be a < sg 
ay tree 1 “s Dita okt aut moe ares ul Pier Tyr gee ee 
f ~ 
7 1" 4 
h I { 
i) pea s ’ bo pa ae t 
p 4 » ay i 1 Ap 
; 5 : Se vied fica f a ca eh Bu i 
A Ly 
i ; ‘ a ” = al 
» - A iy . . i * 4 oe) 
ri ; ayes oo ers os ee er reid ie t 
a sc » Ae ye eae teres mas Sy eG: Patel eae 


B-48 


-2043- Mr. Danser 


MR. MILLIKEN: I just wanted to be sure. 

MR. PARKER; I think we should have all the documents. 

MRe MILLIKEN: They are here, now, if you would like 
to have them. What are you referring to, Mr. Parker -- 
the charters and the memorandum? 

MR. PARKER: Yes; but I think you had better file all 
that you have ready. 

MR. MILLIKEN: I hesitate to object to what has now 
been done, Mr. Chairman, but I did not know that these 
financial statements were going in in this form. It is 
asking a great Gel oil Submit, to have the entire business 
transactions of this company made public. If what is re- 
quired is not more than such Statements as were given in 
Regina in relation to the dairy: pools, I do not object; 
but I do not know whether that is What is wanted. I am 
wondering whether these statements Should not be held in 
abeyance until we have had an opportunity of discussing 
the matter with the auditor and Counsel for the Commission. 

THE CHAIRMAN: I understood Mr. Parker to ask for 
figures, covering Succeeding years, similar to those given 
On page two of the brief for the period of five months 
ended December 31, 

MR. MILLIKEN: But these Statements, Mr, Oneness 
g0O Ituch more fully into the affairs of the Company. 

THE CHAIRMAN: There may be further details; I do 
not know. But that particular information, I think, should 
be available to the Commission. 

MR. MILLIKEN: I have no objection to the Commission 
having information but I hesitate to have the public at 
large given this information asked for. I do not think 
that any company is anxious to have its entire business 


transactions laid open to the public, and I am sure, 
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Mr. Chairman, that it is not your desire that we should do 
this. If there is further information desired by the 
Commission we will give all that they want; but we. 
hesitate to make public all this information concerning 
Our affairs, 

THE CHAIRMAN: What do you suggest, Mr. Parker? 

MR. PARKER: I think we should have exactly the same 
information as is set out in the brief for the first yeare 

MR. MILLIKEN: All that was given in the brief was 
Surplus, and how it was divided. But this is much more, 

WES EARKERS. Tam not in a position to advise my 
learned friend as to what he should be Prepared, CoO Du in. 
I would point out that the Commission will require all 
the information necessary to assist them in coming to a 
conclusion, 

MR. MILLIKEN: I take the same position, Mr. Parker, 
so far as the Commission is concerned, but not with re- 
gard to making this information public. I had no idea that 
these statements, so prepared, were going in, 

THE CHAIRMAN: This is the first time I have seen then, 
Mr. Milliken. I do not know more than you do about them. 

MR. MILLIKEN: I appreciate that, Mr. Chairman; but 
you will realize that it puts the cooperatives in a very 
Caificult, position, 

THE CHAIRMAN: Shall we proceed until formal ob jection 
is made? 

MR. MILLIKEN: I make formal objection now. 

THE CHAIRMAN: What is the nature of the objection? 

MR. MILLIKEN: I object to anyone, other than the 
Commission, seeing these statements. If these are not 
sufficient for the Commission and they want more we will 


Submit them, but I object to anyone else seeing these 


Statements, 
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THE CHATRMAN: After consulting with my colleagues, 

I think that possibly the best manner of dealing with the 
Matter would be for the Commission Accountant, Mr. Ronald, 
to discuss it with the witness, and with yourself, too, 
Mr, Milliken if you like, to see exactly what these state- 
ments contain and how they should be filed. In the mean- 
time, I assume that whoever ig representing adverse interests 
will be cross-examining on the brief as tL 2eie he Oe TOL 
feel, and I do not think my colleagues feel, that this 
mass of figures put before us can be fully understood 
without proper consideration. That is why I suggest that 
you discuss the matter with the Accountant. 

MR. MILLIKEN: And’at the moment proceed with the 
witness without these financial Statements. Do you want 
the articles and the memorandum filed now, Mr. Parker? 

I take it you just want one for the Registrar. 

MR. PARKER: Could you not file ten copies? 

MR. HOWARD: Do I understand, Mr. Chairman, that any 
ruling in the matter will be of general application, or 
will it apply only to this particular instance? 

THE CHATRMAN: It would be general, 

MR. HOWARD: At pines times and in other places the 
Commission may find it a hardship during the course of 
examination not to have the documents. If questions are 
directed to witnesses in respect of these documents and 
you have not got the documents before you it will be 
aifficult for you to follow the examination. 

MR. MANN: It is Mr. Milliken's desire that the figures 
should not be made public, but I do not see how I can ask 
questions of the witness which would enlighten the Commission 
in the slightest degree without having some part of those 


figures before me. We would be moving in the dark, It 
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becomes an important issue whether this witness is to tell 
how the organizations carry on business, and without the 
figures I do not know that we shall get anywhere. 

THE CHATRMAN: I have known Counsel to move in the 
dark before, Mr. Mann. I do not yet know what these state- 
ments contain; they have just been handed to me. 

MR. MANN: I notice what your Lordship said in answer 
to Mr. Howard, that this might result in a general rule. 
You can easily see that a general rule might create grave 
difficulties in the way of getting before the Commission 
information that is manifestly required. I am prepared 
to save the sensibilities of my friend Mr. Milliken, or 
of anyone else but I do not see why this information 
should be kept from the eyes and ears and observation Of 
the Commission and ourselves, 

MR. MILLIKEN: I do not suggest keeping anything from 
the eyes and ears of the Commission, but there is strenuous 
objection to giving all this information to the eyes and 
6ars of people opposed to us. If that is the position we 
are to be put in, we shall have to reconsider seniousi y 
our whole position in relation to the briefs we have to 
submite We are in a large business which is of great 
importance to western Canada and we do not feel that our 
affairs should be made public. I do not see why it is 
necessary, in order to enable the Commission to obtain 
information that the public should get it. There is 
nothing your Commission can ask for, Mr. Chairman, that we 
Will not give. 

TH# CHAIRMAN: Counsel haye cooperated before and I 
hope we can continue on the same basis. 

MR. MANN: Mr. Milliken'ts views might be met if the 


Commission ordered a closed hearing without the press and 
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others who are not interested in the matter. 
THE CHAIRMAN: I do not expect that would meet 
Mr. Milliken's wishes. 
MR. MANN: I do not know what Mr. Milliken's wishes 
are 
MR. PARKER: I rather think, Mr. Chairman, there may 
be some misapprehension in the minds of some as to the 
manner in which this Commission should function. Before 
the hearings were commenced, through advertisement and in 
other ways, people were invited to give certain information 
voluntarily if they had anything which they wished to 
place before the Commission to assist it in examining into 
this question. This is the first Stage of the inquiry 
‘nd the Commission is now asked to examine material which 
iS not voluntarily placed before it. So far the Commission 
has not ordered anyone who did not wish to do so to submit 
anything. After this chapter, so to speak, is completed 
there may come a time, if there has not been sufficient 
information placed before the Commission voluntarily, when I 
have no doubt the Commission will take steps to obtain, 
if necessary ‘by compulsion, what has not been given. At 
this stage we are only hearing such things as are voluntarily 
| placed before us. Heretofore Counsel have cooperated and, 
On a@ suggestion from the Comuission, have even gone a little 
further than ee UR eet volunteered to go. At the moment, 
Counsel in each case will have to take the responsibility 
of placing before the Commission what he thinks he ought to 
Submit and if he cannot accept the Suggestion of the 
Commission and go further we shall have to meet the Situation 
when the time comes. I do not see how, at this stage, any 
| Counsel can properly ask the Commission to order anybody 
to place any particular matter before them, That is the way 


it appeals to me. 
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MR. THORVALDSON: In this connection, Mr. Chairman, I 
would like to recall the fact that in Edmonton the ruling 
was made that any documents filed with the Commission be- 
came public documents and should be available to Counsel. 

THE CHAIRMAN: That statement is a little broad. It 
was pointed out that briefs became public property when 
filed, but nothing was said about further documents that 
might be filed. 

MR. THORVALDSON: I understood it applied to all 
documents. 

THE CHATRMAN: One complaint at that time was that you 
and others had not had an opportunity of Seeing the briefs, 
but we were dealing only with briefs, so that you cannot 
deduce a@ general rule from that. 

MR. THORVALDSON: I accept the correction, though I 
understood that it applied to financial statements as well 
as briefs. Of course, I would point out to the Commission 
the handicap that Counsel have been under, ever since the 
Commission started, by not having financial Statements 
available, 

THE CHAIRMAN: To remove any misapprehension in that 
regard, may I say that this Commission was set up to in- 
vestigate cooperative methods in Canada ander rnes 0) fares 
may be necessary, to compare them with the business done by 
others. Does it necessarily follow that cooperatives must 
throw their entire books open to anyone who wishes to examine 
them on that point? On what basis would you do that? This 
is not a case of John Jones against John Smith in which John 
Smith is entitled to see everything that John Jones puts 
fperwerd. It is not that at all, We are not trying anybody. 
We are not trying to get at the relative merits of one 


organization as compared with another. We are asked to report 
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to the Government on the cooperative situation in regard 
to taxation. In my humble opinion, that does not mean 
that we will throw open the investigation to anyone who 
wishes to inquire into the whole business of these 
organizations. 

MR. THORVALDSON: The order of reference, Mr. Chairman, 
refers to the competitive system and it is most difficult to 
investigate the competitive system without financial 
statementse 

THE CHATRMAN: The Commission is entitled to the 
financial statements undoubtedly and it will get them; 
but I do not know that we will throw them open to everyone 
in the world. That is my personal Peel # us ano tex = 
pressing the feeling of anyone else. It might be well 
at this stage to suspend the consideration of these two 
briefs in order to allow Counsel to confer with the 
Accountant. 

MR. MILLIKEN: May I suggest this, Mr. Chairman. If 
it is understood ithat these statements are for the use of 
the Commission only -- the ones already marked as an 
Exhibit -- I am prepared to agree that the others be filed 
immediately and you can proceed with the hearing.) If these 
Statements are for the use of the Commission only we have 
no objection to filing them now. 

THE CHAIRMAN: They are filed as a matter of fact, 

MR. MILLIKEN: One is filed. I stopped the other just 
before it got filed. It was the Pool Agencies that was filed. 
I suggest that these statements can be filed ag they are for 
the use of the Commission and if the auditor says they are 
hot sufficient we will give the Commission any other infor- 


mation required, 
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THE CHAIRMAN: For the moment we had better suspend 
these two cases until the Accountant determines what the 
Statements are. 

MR. MILLIKEN: That would mean definitely that the 
witness would not be examined until after lunch? 

THE CHATRMAN: Yes. 

MR. PARKER: We will now take up the brief submitted 


by Manitoba Co-operative Dairies Limited. 


FRED GOODMAN , 
Manager, 
Manitoba Co-operative Dairies Limited, 
having been duly sworn 
testified as follows: 
BY MR. SCARTH: 

Q»- You are Manager of Manitoba Co-operative Dairies 
Limited? Ae Yes. 

Qe How long have you been in that position? 

A. Four years. 

Q2- You have prepared a brief? A. The directors 
assembled the information and it was all sanctioned before 
it was put in. It was sanctioned by the Board. 

Q- You know the contents? A. Yese 

Q. And the facts contained in it you believe to be 
true to your own knowledge? Ae. LOS. 

Q- Will you read the brief now, Ae YOSe 


Jt reads as follows: 


"This brief is submitted on behalf of the Manitoba 
Co-operative Dairies Limited, incorporated under 'The 
Co-operative Associations Act', being Chapter 25, of the 
Statutues of Manitoba, 1916, as amended, and being Part VII 
of 'The Companies Act', Revised Statutes of Manitoba, 1940, 


Chapter 36. 
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"Foreword: 
“The cooperative was incorporated with the object 

of enabling the dairymen: to gain control of the processing 
and marketing of their own products, and thereby redress 
grievances which existed at that time. In short, these 
objects were: 

"(a) To encourage the dairy industry in the province 

of Manitoba; 

"(b) To give the producer service at cost; 

"(c) To establish or acquire creameries and 

factories; 

"(d) To standardize the producers! butter and 

Cheese Tor export. 


"Origin of the Organization and Incorporation of Manitoba 
Co-operative Dairies Limited: 


"The movement started originally in the ViCINLCY .OF 


Pe Gaty of Winnipeg in 1918, through dissatisfaction 
with the price being paid for butter fat in relation to 
the current price of butter, 

"For the information of the Commission, we might say 
pau LOO Lbs, of butter fat (commonly known as churning 
cream), when made into butter, will produce 120 lbs. of 
butter. At this time the trade had fixed an arbitrary price 
of 25 cents per 1b. for butter fat, while the price of 
butter on the Winnipeg market was 28 cents Dero Lbs The 
dairymen felt that with butter at 28 cents, they were being 
paid an unusually low price for butter fat, and that the 
butter fat should have been selling at around 27 cents per 
lb. 

"The dairymen also complained that the price of their 
whole milk being sold for local consumption in Winnipeg 
was arbitrarily fixed by the trade at a price allowing too 


much spread between the price paid and the price at which 
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it was sold to the consumer. 

"accordingly, the diarymen organized, and on August 12, 
1920, incorporated the Manitoba Co-operative Dairies 
Limited under the Co-operative Associations Act above men- 
tioned, with an authorized capital of $500,000, divided 
into 20,000 shares of $25 each. This capital stock was 
jJater subdivided into 500,000 shares of $1 each. To date, 
capital has been allocated and paid up to the extent of 
121,800 among 11,000 members. 

"/, copy of the Memorandum of Association is attached to 
this brief and marked with the letter 'A’; and attached 
hereto and marked with the letter 'B' is a copy of the 
by-laws of the cooperative as amended to date. 

"Operations: 

"The cooperative commenced operations in the summer 
of 1921, by purchasing a butter-making plant located at 
S44 Sherbrooke Street in the city of Winnipeg, and is still 
operating that plant, processing butter fat and selling 
butter on the market. The cooperative is now operating 
pour additiona) plants, namely: the Brandon plant, the 
Dauphin plant, the Glenella plant and the Erickson plant, 
which collectively have a turnover of approximately 
4,000,000 lbs. of butter annually. 

"The amount of butter processed by the cooperative is 
approximately 6 per cent of the total production of the 
province of Manitoba. 

"4 very small quantity of poultry and eggs is handled 
for the convenience of the members, but the percentage is 
so small that it enters into the operation of the cooperative 


Only in a minor degree. 
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"Method of Operation and Distribution of Farnings: 


wiht the time, of delivery. of butter fatto the 
creameries, the butter fat is graded in accordance with 
the provincial government regulations, and each patron 
is credited on the books of the cooperative with the 
quantity and quality of butter fat delivered. At that 
Hime ne, isi paid an initial. payment, based on the market 
price of the butter fat delivered, in accordance with the 
grade. As between the cooperative and the member this 
transaction is treated as an initial payment, leaving the 
cooperative to account to the member for any surplus that 
may be derived from the Marketing and sale of his product, 
on the basis of quantity and quali Gy < 
"By-law No. 45 of the cooperative makes provision for 
the distribution or Surpluses, and reads as follows: 
"Surplus arising from the yearly business of 
the Association, after making proper allowance for 
depreciation and payment of all expenses, and after 
Setting aside necessary reserves, shall be allocated 
tO members and patrons on a basis of the quantity 
and quality of the products delivered by Acach to 
the Association during the Veare 
'(a) The amount to be distributed to each patron 
Shall be credited £0 his account, and so from year to 
year until the par value of one share of stock has 
been accumulated, whereupon the patron shall be a 
member and entitled to receive a fully paid up share 
certificate. 
'(b) Any portion of the surplus may, instead of 
being inmediately distributed in cash, be credited to 
the members entitled thereto and retained and used by the 


Association without interest, and thereafter distributed 
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ana paid to the members at such times as the 

directors may be resolution decide.! 

"During the years 1921 to 1931, inclusive, interest 
was paid on share capital subscribed at 7 per cent per 
annuin, and a@ reserve was retained out of surplus in accord- 
ance with the provisions of the Manitoba Co-operative 
associations Act, amounting to approximately $30,200. 

The remainder of the Surplus, amounting to $100,000 wag 
ellocated to the members. Of thig anount $60,000 was 
distributed in cash, and the balance, $40,000 was issued 
2S paid-up stock, 

"From “1931 "to 1941 “the cocperative operated at a 
Loss. Since the year Peay eae surplus derived from the 
operations of the cooperative has been allocated and eredit- 
ed to members ana non-member patrons on a basis of quantity 
and quality of butter fat delivered to the cooperatives 
during the past year, The amount allocated to non-member 
patrons is applied first in payment of one share of the par 
value of $1, in accordance with the provisions of Part. VIT 
of the Companies 4ct, R.S.M. 1940, Chapter 56, thereby 
making him a member of the cooperative, and the remainder 
of his patronage dividend ig treated in the same manner as 

| patronage dividends allocated and credited to members. 
"The surplus allocated ana eredited to members and 
hon-member patrons as above get forth, is retained and 
used as working capital for the Operations of the cooperative, 
all of which retentions have always been authorized by 
an unanimous vote of the members at the annual heetings of 
the cooperative. 
"The plan has only been in Operation since 1941, and 
the directors plan to place it on a five-year revolving 


Scheme, whereby at the end of five years, first contributors: 
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to working capital will be paid out in accordance with 
thelr priority and contribution, 
"Voting Control: 

"The persons entitled to vote at the annual meeting 
are 27 delegates. For the purpose of clecting delegates, 
the province has been divided into threes cdistriete. The 
melibers in cach district elect nine fron anong their 
members, and for that purpose each member has one vote, 
irrespective of the number of shares held by hin. 

"The cooperative is controlled by six directors, two 
of whom are elected by each district at its annual meeting. 
In this way each district is equally represented cn the 
Board and has an equal number of delegates. 

"In General: 

"When the cooperative was first organized, the spread 
between butter fat and butter on the Winnipeg market was 
9 cents a pound. Within four or five weeks, the price of 
butter fat and butter were equal, and since that time the 
Spreads have remained very narrow and have never exceeded 
more than one or two cents a pound. At the present tine 
the price of butter fat is 3 cents above the current market 
price: of butter, exclusive of any subsidy being paid by the 
Dominion Government. 

ete feo, ase ‘resutt ar representations made by the 
cooperative to the provincial eovernment, a system of 


grading was initiated by the Government, and placed under 


the control of the Dairy Commissioner, which remedied 


long standing complaints and very materially improved the 
quality of the cream and consequently the grade of butter, 
The cooperative has, since its organization, regularly 
Circularized its members on the question of markets and 


on methods of improving the quality of their products. 
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This alone hag accomplished a decided improvement in the 
quality of the butter fat delivered, and has resulted in 
a substantial increase in the returns to the producer, 
This servie has not been confined by the cooperative to 
its own members, but has been extended to cover all known 
dairymen across the province. 

"AS a result of the movement, the cooperative hag 
acquired five modern creameries serving the dairy interests 
across Manitoba: at Brandon, in the southwestern portion; 
Pauphin,) in the northwestern portion; Glenella and Erickson, 
in the central western POrtIOn and ae Winnipeg, in the 
eastern seetion of the province. 

"Though the percentage of butter fat handled by the 
cooperative is small in proportion to the total quantity 
produced in Manitoba, the competition with the trade 
afforded by the cooperative has been very beneficial to 
the dairy farmers throughout the whole province, 

"We are submitting with this brief, copies of our 
financial statements for the year 1945, the last financial 
Statements of the cooperative, 

Manitoba Co-operative Dairies 
Limited, 
Documents filed with brief; 
"A" = Copy of Memorandum of Association 


"BY = Copy By-laws Manitoba Co-operative Dairies 
Limited (amended to date) 


Copies financial statements for the year 194%, 
BY MR. PARKER: 
Qe Will you add financial statements including a 


couple of years while you were having losses? He Lene 
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Q.- How many members has this Association 
approximately? A. 11,000. 

Q.- All share capital members? A. Yes; they are 
all shareholders. 

Q- How many bought shares originally in cash and 
how many became members by having deductions made out of 
their butter fat cheques? A. There were 6,500 members 
in 1940 and since that time there have been about 5,000 
added. Some of these have paid the dollar in cash and some 
had it deducted from their dividends. 

Be oo Chis another asseciation of the type where 
everyone who ships butter fat must become a member, or 
doses become a member? A. Yes. We allocate to every 
patron. 

Q» «And there is deducted from his earlier shipments 
Seulficienht to pay for his share? A. Not from his 
shipment. 

Qe How many shares must each man have? A» One, 

Q» What is the price of it? Ae One dollar. 

Q- Does he become a member at the end of the first 
year? A. YeSe 
Q. <Are there any participation certificates issued? 
A. There have not been on the new one dollar memberships. 

On the old share capital there were regular share 
certificates issued. 

Qe I am talking about participation certificates to 
indicate each shipper's share in the surplus. Ae YOSs 
He gets notification each year of what is due to him, 

Q. Have you a copy of the certificate? A. This 
1S & CODYe 

Q@.- It is in the form of a letter telling him the 
Surplus earnings have been arrived at and have been apportion- 


ed and his share is so much? A, YeSe 
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Q% On page two of the brief you say that you began 
operations in Winnipeg? Be, .VOS 6 

Y- But you have since branched out and have four 
other branch plants, namely: Brandon, Dauphin, Glenella 
and Erickson? Ee eS 

Q- Under what circumstances did you. take these over? 
Why did you not stay with the original unit? Ast VRS. 
Brandon and Deuphin plants were both put in prior to ny 
time in the twenties, At that time patrons from those 
districts cane to the organization requesting that they 
provide them with cooperative Services in those towis, 

Ye Were there existing plants in those centres? 
me Yes. 

Q- What became of them then? A. The existing 
plant was purchased in each case, 

Q. The cooperative purchased the existing plant? 
dis  YOS. 

Q- nd it was done at the request of those who were 
already shipping butter fat to the private plants? 
em NoOtin all cases. 

Ye How did it come about? Was it a case of the 
parent company going and buying them or did they come and 
ask to be bought? 4. The patrons from the district re- 
quested our company to make arrangements so that they could 
market their cream cocperatively in that town, 

je They were not patrons of yours until you established 
the plant? ize Some of them were shipping right through 
to Winnipeg. 


je The amount to be distributed each year is decided 


by the Board of Directors in your case and not by the 


hembers? 4. Yes, by the Board of Directors, 


Beas rom 1921 to 1952.) you say, you paid interest on 
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Share capital? Ae YeS-e 

Qe When did you cease paying interest on share 
capital, and why? A. Through losses in the organization 
they were unable-to pay interest. 

Q- But since 1940 when you became prosperous -- 

A. We never commenced paying interest. 

Q- If you stopped paying interest because Vou could 
not afford to, I should think you would start again when 
Prous ooula ar, Ord tO dG So.« Ae I believe it is the wish 
of the directors that they conform with the laws affecting 
cooperatives. 

Q- Is there any law that says you cannot pay interest 
on silere capital? ue L-don't belisve so. 

Q» It was a matter which was in the hands of the 
directors? He “VES 

ve DO not the directors want to pay interest on share 
capital if the company can afford to Day ao, a cone G 
understand that. A. We have had a few requests for 
interest on shares. 

Qe They all took it in the early days when they were 
prosperous? he Yos, | 

Q- And when hard times‘came you did not? 

BY MR. ARNASON: 

Qe Was the question whether you should pay interest 
On Share capital, or not pay interest, discussed at any 
of the annual meetings of your members? War. On ve 
Delieve it nas been, 

2. It is purely a decision on the Sjcledie tides mame riay= 
directors? A, Yes. 

BY MR. PARKER: 
Q- Did you ever hear a discussion about income tax 


among the directors? A. YeSe 
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Q2- Was the question of paying interest or not paying 
interest affected by the question of income tax? 

A. I believe the directors were OF the Opinion that if 
they paid interest it was not allowed. 

Qe And if they paid it in dividends it would not be 
taxable? A. In that case he gets the benefit. 

Qe Was that taken into consideration, or was it one 
of the reasons they did not keep on paying interest on share 
capital? Whether their conelusions were right or wrong I 
do not know, but did that enter into their consideration? 
me lL Delieve it did. 

Qe During the years. you had losges how did you take 
care of those losses? Ae That was before my time, 

Q- But have you any information to give us? 

4. I believe they used the reserves of the company. 

Qe That is, the former amounts which had been hei 
back, allocated and credited to the patrons? AQ eNas 
they set up a reserve account amounting to $50,000. 

Qe «snd that was used up? A. Yes. 

Qe Did that see them through or did they also have 
to use part of the amounts allocated as patronage dividends? 
i. I believe in a sense it was part of the funds that were 
allocated which was used after the other was used up, 

Q« Did they make bank borrowings? A. Yes. 

Q. Even after the allocation was used up they still 
had to borrow? A. Yes. 

Q- What security was given? A. The security under 
the section. 

Qe Will you produce your financial statements? 
fie YOSe 

%» I would like to have three or four periods in which 


you had losses. A. 1938, 1939, 1940 and 1941 were all 
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years of losses. 

Oe ir we go back to 1938 we shall get a sample of 

both Losses and profits? Ae - LOS 
BY MR. NADEAU: 

Qe I understand your by-laws were amended, but we 
have not the amendment here. &. You have the amended 
cOpies. 

Qe I have your general by-laws and in the margin it 
States: “Amended June 1943", iw Most of these were 
amended in June 1943. 

MR. PARKER: Perhsps the amendment consisted in 
striking out certain passages. 

THE CHAIRMAN: Were these by-laws replaced by 
others? 

THE WLINESS:- No. 

THE CHAIRMAN: Certain sections were just deleted? 

MR. SCARTH: The by-laws are now as they appear in 
this amended form. These are the by-laws as amended to 
date but we can bring the old ones to show how the amendments 
were madee 

BY MR. PARKER: 

Qe I understand we have before us the whole thing 
here, before and after. Now, you have no Victory Bonds? 
A. No. 

Q. Are you sailing too close to the wind? A. Yes. 

BY MR. THORVALDSON: 

Cen LOU Telex to non-member patrons. Who are the non- 
member patrons? fA. Anyone shipping to us who is not 
already a member would be a non-member patron. 

Q. By virtue of what does he become a non-member patron? 
Le pouadaeaton hin that, or é&@es-ne ask to be so called? 


» He just makes shipment to us and he is not a member; 
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he is a non-member patron. 


Q- How many of these have you? Aw) AG the end of 


the year there aren't Any e 


Qe At the end of the year there varen’t any? Aga Nos 


Q. Why? A. Because they are all made members. 


Q- Who makes them members? A. We do in some cases, 


and in some cases they apply for membership. 


2. What proportion of them apply for membership? 


4+ It is rather difficult to say offhand. When we Zo 


into a new district we ask them to become members even 


before they ship, and there igs quite a number of them who 


sign applications even before they make shipments. 


%e You go into new districts ana canvass for members? 


ier Vee. 


Qe Do they sign an application for membership? 


Q-» That is the dollar membership? AS) Yess 


Q- And in the case of others they ship to you and 


when do they become members? Suppose a person ships in 


January and continues shipping throughout the year; when 
does he become a member? A. It may be any time during 


that yeare After he has Shipped so much we circularize him 


and send him the application Lori Tor membership. In some 


cases they are returned and in others note 


Ye You send them the application form for membership 
and in some cases it is returned Signed and in others it 


Fe, 10? By Yess 


2+ The others that do not return the form decide that 


they do not wish to become members; do you make them 


Members anyway? Ae \AGcordine: terthe statutes, I believe 


we can make them members in any case, 


2« How do you make them members? 4. By resolution 
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of the Board of Directors. 


+ How often do you pass these resolutions? 
A. Three .or four times a yeare 


Q- A man might Ship to you for several months and 


he is not a member until he is made one by resolution of 


the company? - A. In gome cases. 


Q- And your by-laws provide for that? fig! Sve, 


Q- In connection with the Stopping of payment of 


interest on share capital, was there any discussion of 


taxation at the time the Question came up about stopping 


interest? A. I believe it was discussed. 


) So the taxation problem Gia enter into it, 


Lo Ghat right? The taxation problem does play a part 


fact that you do not pay interest on Share capital? 
A. Yess 

Qe When did you take over the plant that you refer 
age e, the Brandon plant? Bs. “lon? 
%- And the Dauphin plant? A. 1929. 
4. And. Glenella? Aus 


PLLOM GO Gleneld aang Hrickson 


we disposed of two other plants and took over Glenella 


and Hrickson in 1943, 


Q- So that these two last-mentioned ones were taken 
over recently? A. Yes. 
Oe 


) Have you ever paid patronage dividends since the 


beginning of the war? 


gt, No. 
Q- Have you allocated any? Ae BLUOTR her: 
%- All your earnings? tig |) Vee 


4+ #11 your profits have been allocated? A. Yes. 


Ye You do not mind calling them profits? 


ae That is merely a technical question. We consider them 


Savings. 


Q- How much have you allocated Since the beginning of 
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the war, approximately? A. Allocation has only taken 
place for two years. 

Qe 1943 and 1944? A. 1942 and 1948. 

Qe You already had a resolution of the directors 
with respect to the revolving door method of paying 
patronage dividends? A. “Nothing is définite an the 
books on that, 

Qe All you have done is to allocate prorits to 


patrons? A. Yes. 


Q- What about non-member patrons? Do they receive 
allocation of profits? A. In the same proportion as 


anyone else. 


Q- Is that pursuant to the resolutions of the company? 


A. YeSe 


Q- Do you make a profit on your operations -- you 
operate dairy plants and creameries? Atv Yee 


Q2- Do you make a profit? A. We make a surplus on 
the initial price we pay. 

Q- You have a surplus? A. Yes. 

Q- And the initial price ig approximately the market 
price; it is the market price? A. The same as other 
creameries, 

a« And therefore you have a surplus and you allocate 
patronage dividends. I suppose you do not object to my 
Calling that surplus a net earning? Ne COuUMean. call, at 
anything you wish. 

Qe Or profit. What do you call it? Ae We call it 
a surplus on the original payment. 

4- You do not call it a saving? Ae It is a saving 
to patrons. 

Qe And a profit also? A. No; I would not Say SO-e 


2. I suppose you try to operate so that you have a 
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surplus? Ae Well, at times we know we are Operating 


when there will not be a survlus. 


Q- There is really no difference between your method 


of operation and that of any other company in a similar 


line of business? fn ese 


Q2- In your butter making? You have machinery? 


Meo Sees and the machinery is all made by some firm. 


Qe And your methods of business are much like those 


of other companies? A. Yes, that is so far as the 


ac tual operation, the manufacturing is concerned. 


Q- You do not pay income tax? Ae | NOtueb. the present 


time. 


Q- Have you filed returns? Boe UNOS 


Ye Have you been assessed for income tax? A. There 
is something in the ancient history of this concern 


Q-; But since the beginning of the war, have you been 


assesscd? A. No. 


Q- I suppose you try to sell butter at as good a 


price as possible and LYy to havey 2 surplus? A. 


Q- You are concerned, then, with making profits or 


yi CSe 


earnings or savings, You try to mako a Saving or profit 


Or earning? 4&. If we break even we are usta li on’ the 


right side of the fence, 
Qe But you want to do better than that? A. Yes, 


I suppose so; human nature is the same everywhere. 


Qe I suppose you believe in profits and the profit 


motive? As To a limited extent. 


4. ind you believe you can do better for your producers 


than other creameries? ae Now We don't particularly 


say we can do better for them, 


% Don't you tell your patrons and members that you can 


do better for them than Other creameries can? A, In the way 
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of marketing products? 


Qe In the way of price, giving them a price advant- 
age over others, A. I don't think we have ever held 
out that. 


2. Isntt that the very basis on which you try to 


get members, that you can do better for them than others 


can? Ae No. I have never advocated that since I have 
been there, 

Q- How do you get members unless you suggest that 
you can do better for them than’ others can? 4 A awe can 
do it in other ways, including the welfare of the producer. 

ie So that you are not interested in making patronage 
Cividends for them? A. No; they cannot AC Cie ty” IG 

2. You are not concerned with whether you are able 

to pay a patronage dividend or allocate a patronage 
dividend to your members? Ae’ Now ol would Say that we 
are satisfied if we break even, 

Q- Even if you do not pay a better price than anyone 
else? wee Yes, 

Q. Are your members satisfied with that? 
4A. With the oda exception who doesntt understand the 
Operations of the organization. The De /OLL Ve or them, 
however, are quite satisfied, 

% Do you not think you operate, or do you not try to 
Operate, on the same basis as other dairy pools, that is to 
Say, try to do as well as possible for your farmer members? 
ae Leos 

Qe I want to read a sentence from a letter Signed by 
the Alberta Dairy Pool and ask if you agree. It is dated 
November 1, 1944, sent out by the Alberta Dairy Pool to 


its members: "Dairy pool shippers receive an advance payment 


On their cream which closely approximates the price paid by 
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private creameries, and at the end of the year final pay- 
ment is made distributing all earnings." They refer to 
earnings. Do you differ with the Alberta Dairy Pool with 
respect to what they call earnings? Is not that exactly 
what you try to do? You try to make as good an earning 
as possible for your farmer members? A! Certainly: 

Q And there is no doubt the Alberta Dairy Pool meant 
what they said when they referred to Carnings. Do you agree 
with this sentence: "When you ship your cream to Northern 
Alberta Dairy Pool you share in the facilities, You also 
profit from your cream shipments and all earnings over 
Operating costs are returned to the producer." Isn't that 
what you try to do? A. We try to give the producer the 
largest return on hig product which we possibly can. 

Q- So that you know, really, that your producer be-~ 
lieves in the profit motive whether you do or not? 


A. Yes. He is interested in getting as much as he can for 
nos product. 

Q It is his desire to get as much as he can for his 
DEOOUGTY .\ A. Vea, 

Qe You do not couplain against the use of the word 
YSarnings' by the Northern Alberta Dairy Pool? 

A. That is a matter for them to decide, 
BY MR. SCARTH: 

Q» You said there were many other services which the 
association gives its members besides the actual return or 
Surplus? A» Yess 

Q- Would you enlarge on that a little and tell what 
services you give? A. In the first place we are members 
of the Dairy Farmers of Canada, which is a federation of 
uk Ars across the Dominion who Spend a considerable amount 


of money and time in furthering the future welfare of the 
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dairy farmers throughout Pe un and in making 
various recommendations to the Government bodies for 
improving the dairy industry in general. All that is 
financed through the various organizations and at the same 
time we communicate to patrons, at various times, ways 

and means of improving the quality of cream and the hand- 
ling of cream, and any information that is given by the 
Dominion Government with reference to improved marketing 
methods is passed on to them, because otherwise they might 
gct it or might not. We make certain at any rate, that the 
Major part of the information is passed on to the producer «: 
Q- It is in the nature of an educational campaign? 

A. Yes. 


4+ Which contributes to the welfare of the dairyman? 


BY MR. VAUGHAN: 

Qe AS regards the four dairies taken over, ‘does any 
part of your earnings or surplus come from these? 
ite I beg your pardon? 

Qe Referring to the dairies you took over, two in 1943 
and two previous to 1943, does a substantial part of your 
sarnings come,from them or is it largely from Winnipeg? 

A. Over a period of years, apart from the last two the 
Creamerics. taken over -- well, I would say they were about 
equal. 

Q- You would not say that the taking over of these 
creameries has turned a loss into a profit? A. Which 
creameries? 

Q- Take the Glenella and the Erickson, taken over in 
1943, A. Lf believe that both those were operating at a 
loss when we took them overe 


Q- Were they? A, Yes. 
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Q- You are quite satisfied of that? A. Yes. 
BY MR. ARNASON: 

Q- You say’in your brief that Co-operative Dairies 
Limited is now following the policy of making an initial 
payment to members equal to the market price, ‘end ‘on 
page five of the brief you point out that the spread be-= 
tween butter fat and butter was narrowed very greatly 
in four or five weeks? ie) Les. 

Q- Does that mean that you have not always followed 
the policy of giving an initial advance equal to the 
market price? A, We followed the market prices at that 
time. 

Qe Even at that carly time? tea) OE 

Q What then is the point in this sentence that 
appears on page five: "Within four or five weeks, the 
price of butter fat and butter were equal"? 

A. That is merely to show that the Spread of price be- 
tween butter fat and butter was closed up very quickly 
after the organization commenced operations. 

Q- You attribute that, in part at least, to the 
organization of your Association? A, All D have to 
substantiate that is the Secretary's report at the annual 
meeting given after that. 

Q. His report suggested that this was a cause of 


cause and effect? A. Yes. 


The Commission adjourned until 2.30 p. m. 
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The Commission resumed at 2.30 p. m. 


MR. PARKER: Mr. Chairman, I would suggest that the 
Pool Agencies and Canadian Pool, the two briefs dealt 
with partly this morning, stand over until tomorrow 
morning, the reason being that, as I understand, the rep- 
resentatives of the pools and ourselves can agree on the 
amount of information which we desire to haye filed at 
the present time, and I think it would save time if we 
had an opportunity to go over that a little more fully 
Beer aie afternoon's session. 

THE CHATRMAN: I should hope that agreement would be 
reached on that subject. 

MR. MILLIKEN: It is difficult to hear Mr. Parker. 
Do you wish the Pool Agencies to stand over, Mr. Parker? 

MR. PARKER: Until tomorrow morning, so that the 
representatives of the Pool and ourselves can come to an 
agreement on what information can be put in. 

MR. MILLIKEN: I thought we had agreed on that, My 
client is here. We did not know that we were to get the 
material prepared now. 

MR. PARKER: In the meantime we can go on with some- 


thing else. I think it would be appropriate to go on with 


the independent creameries. I am advised that the gentleman 


who wishes to speak to this brief intimated that he might 
be delayed in the early part of the afternoon. Perhaps we 
can pass that and go on to the next. 

THE CHAIRMAN: Very good. 

MR. PARKER: The next lee will be No. 40. 

MR. THORVALDSON: Someone else from my office is 
looking after that and if it is convenient it might stand 


over for a little while. 
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MR. SCARTH: I spoke to Mr. Parker yesterday about 
two farmers Das sons like to present briefs this after- 
noon and they are anxious to get on. They are local pool 
elevators. We are filing the main brief which will cover 
all the material. 

THE CHAIRMAN: Are they on the list? 

MR. SCARTH: They filed their briefs but they are at 
the foot of the list in consequence of having filed late. 
With your indulgence, however, we could take them now. 

THE CHAIRMAN: With the consent of Counsel representing 
other interests, I have no objection, and I am sure the 
Commission has none. | 

MR. PARKER: Unless there is someone else present who 
has the right of way, having filed earlier. 

THE CHATRMAN: No one has indicated any intention of 


going ahead at the moment, 


QO. PHLOQUIN, 
Secretary, 
Carey Co-operative Elevator 
Association, 
having been duly sworn 
testified as follows: 
BY MR. SCARTH: 
Q- You are Secretary of Carey Co-operative Elevator 
Association. A. Yes. 
Q- How long have you lived in the district? 
A. I was born there in 1892, 
Q- You have lived there all your life? A. Yes,» 
Q- How long have you been a member of the Association? 
4H. Since its formation in 1920. 
Q- You have a brief which you are presenting? 


ei aT a 


Qe Has it had the approval of the Board? A. Oh yese 
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Q. The local Board? A. Yes. We had two meetings 
about the brief and it was approved and recommended by 
resolutione 

Qe You have seen its contents? Ae Yes. 

Qe And you say they are correct? A. Yess 

a) 


Qe Will you read the brief. A. It is as follows: 


"Submission of Carey Co-operative Elevator Association to 


Royal Commission on Co-operatives - 1945. 


"Settlers first came to the Carey District in the carly 
1870's, coming on the heels of promises of riches in the west. 
These families came from Quebec, and the parish was estab- 
lished in 1877, when there were thirty-five families in 
the district. The promised riches did not appear, and as 
their old friends and neighbours in Quebec heard that their 
western cousins did not even have the fare to return home, 
Settlement from then on was much slower. 

"The English Settlers came in later, moving on to 
the land to the west of St. Pierre near the river, either 
buying out the French or moving on to homesteads in that 
territory. There was at that time no understanding be- 
tween the two racial groups, no contacts, no cooperation or 
community interest, 

"The railway came through this district in 1878, when 
a weekly train ran from the border to Winnipeg. The railway 
did not come through the town -- which was built around the 
church, but ran closer to the river on a straight line to 
Winnipeg. 

"In the early years there was very little grain grown in 
this district, but as more and more land was broken a flat 
warehouse was built on the railway line, where the grain was 


handled in bags and shipped forward in small cars. The 
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first*elevator built at Carey, which is the shipping point 
for St. Pierre and district, was one of the old slow-moving 
type of elevators, where wagons would line up all day and 
far into the night awaiting their turn to be unloaded. 
Growers were very dissatisfied with grades, weights and 
settlements, and as still more land was being broken, with 
the resulting increase in the amount of eran fon sale, 

the farmers of the district got busy in 1914 and organized 


a joint stock company and built a 50 ,000-bushel elevator. 


A large number of the farmers of the district bought shares 
in this new company, which was known ag 'Carey Elevator 
Company Limited,'! This elevator was operated by the farmers 
2Or hine years. The venture proved to be very successful, 
and during the war years and the period grain was handled 

by the old Wheat Board the elevator paid for\.itself in 


dividends distributed to the shareholders, In One year 


during that period the dividends carned amount to 52 per cent 
On the investment. However, with declining prices following 
| the war, and due to the fact that we did not have full 

| hedging facilities, difficulties began to arise and the 
elevator fell on hard times. The fact that we had to dis- 
pose of our grain through a private company or commission 
merchant gave the directors of the Carey Elevator Company 

a lot of worries and trouble, and they were not fully 
cognizant of this phase of the grain-handling business. 

"In 1919 the company had gone into the lumber business 
at St. Pierre, and in 1923 bought the competing lumber 
company in the town, With the difficulties arising out 
of the operating of our own elevator company, the directors 
| of the elevator company decided to sell their elevator 
facilities, fecling at the same time that in selling to 


another line company the competition between these two 
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companies at the point would be of some benefit to 

grain growers. The elevator was therefore sold, and they 
turned their efforts to the lumber business. The name of 
the Company was changed to the St. Pierre Lumber (Go. Ltd., 
and this Company is still Operating successfully today. 

"The set-up of having two line elevators handling our 
grain carried on for five years, and we realized as the 
years went by that we had made a grave mistake in disposing 
of our elevator. Just prior to 1928, in the early years 
of the Wheat Pool, a number of farmers in the district 
Saw the possibilities of Operating an elevator as a co- 
operative. These leaders were able to get support from 
enough farmers in the district to form an elevator associat- 
ion, and in 1928 at a general meeting of the farmers of 
the locality it was decided to join the pool organization, 
aS we felt that by joining together with other farmer 
organizations throughout Manitoba we would not have the 
difficulties the old elevator company had run into with 
reference to the sale of their grain. 

"This new organization bought the elevator that had 
originally belonged to and been built by the farmers of 
the district, and as soon as time and money permitted the 
elevator: was modernized. First a new Diesel engine was 
installed, an air pump and a 12-ton scale were put in, 
and bins were split in order to avoid the mixing of grain. 
These changes made for faster handling and eliminated 
much of the discontent. A cylinder grain cleaner was also 
put in, and now today we even have a fine bungalow for our 
agent to live in. 

"Since operations commenced, the Carey Co-operative 
Elevator Association has handled 1,578,233 bushels, 


and has returned in patronage dividends to its members the 
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sum of $10,626.95. Our elevator has cleaned 220,439 bush- 
els, and 405,030 pounds of Screenings have been returned to 
members. These screenings have been valuable feed for 
livestock, and an estimated saving on freight of $600,000 
has been made. 

Pteteewery, DrLetlyris the story of grain handling at 
Carey for the past forty years. Now we would like to com- 
pare our position today with some thirty or forty years ago. 
We were just as good farmers then aS we are today; we went 
tO great pains in making coal-black summerfallow; we selected 
the best seed available at the time, and at harvest and 
threshing we were very careful to get every kernel out and 
ready for market. There our efforts stopped. We turned 
the proceeds of a year of hard labour into the hands of 
private interests, where we had no control whatsoever over 
them. We simply had to take what we could get, and be ready 
to take more of the same medicine the following fall. 

His, sort., of thine created. an atmosphere of dissatisfaction. 
People were not satisfied with the price they received for 
their grain; grades and dockages were always questioned; 

a teclingiof unrest was prevailing in the community. Today 
we have what we believe to be the very best system for 
marketing our grain that has ever existed -- that LSy 
naturally, from the farmer's standpoint. Today there is less 
and less of the old feeling of dissatisfaction, and the 
confidence of the farmers in our cooperative has grown until 
Our active membership is 99 and we have handled approximate- 
iy 70 per cent of the grain receipts at the point. During 
the last four years, when we have been Marketing under the 
Canadian Wheat Board, with quota regulations, a good deal 

of the grain belonging to our members has been delivered to 


the line elevator company, only due to the fact that our own 
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elevator has been filled and we were not allowed to shin 
grain out while there was empty space in the other elevator 
at the point. 

"We know much more now than we ever did about the 
marketing of grain. May we be permitted to go into details 
regarding the organization and operation of Manitoba 
Pool Elevators. First of all, when a local association 
is formed a Board of Directors is elected to take care of 
all local matters and to keep in contact with head office. 
From this Board of Directors a President, Vice-President 
and a Secretary are elected, A delegate is also appointed 
to attend at the annual convention of Manitoba Pool Elevators, 
where he meets with delegates from all the other local 
associations in the province. As a rule our local Board of 
Directors holds a meeting every month, or as often as is 
deemed advisable. On all matters relative to the operation 
and general upkeep of the elevator and machinery the local 
Board must recommend to head office, by resolution, what 
changes or repairs they want done. The local Board is always 
consulted on all local matters, At the annual meeting of 
Manitoba Pool Elevators, delegates from each of these locals 
are present, and an audited financial report is presented 
to the delegates, Every bit of information is cheerfully 
given out. The province is divided into seven districts, 
and the delegates from each of these districts elect their 
director to the Central Boarde The provincial directors are 
elected for a one-year term, and it is our right to change 
them as we decide. Following this annual meeting, the annual 
meeting of our Association is held. Our directors from the 
Central Board and the Travelling Superintendent are always 
present. The local delegate makes a report of what was 


carried on at the general convention, and an audited financial 
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statement of the local is presented by the superintendent 
or the director. All the revenues and all expenses are 
carefully itemized, showing the financial standing of the 
Association for the year. At this time full information 

is given relating to the number of bushels of grain handled, 
what the overage or shortage was, as well as the grade 
Statement. In supplying this information, confidence in 
the organization has been created, This, briefly yyist the 
set-up of Manitoba Pool Elevators, 

"We think, as we have stated before, that we have a 
great organization, owned, controlled and operated by the 
farmers themselves. We are further convinced that the local 
cooperative elevators, along with the pool terminals, form a 
part of our farm equipment and are as essential to our 
success as a tractor, combine or a grain drill on the farm. 
We can now say, truthfully and with pride, that we as farmers 
are looking after our own business in a businesslike way. 

The fact should never be forgotten that we are not butting 
into anybody else's business. We grow the grain, and as 

such aire the right to market this grain to the best possible 
advantage e 

"Manitoba Pool Elevators has been through assries of very 
successful years. One hundred and eighty local associations 
now form this organization. Each local association has a 
board of seven directors, making a total of close to Ow 
farmers directly and constantly in contact with head office 
regarding the marketing of grain, including decisions made by 
the Wheat Board, premiums on various kinds of grain, etc. 
These 1,300 farmers in turn pass this information over to as 
many members of their associations as it is possible, so that 
you have a community that is fast becoming educated and 


intere:sted in the marketing of their crops. Manitoba Pool 
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Elevators is now in a very sound financial position, but 
this does not mean that we did not have to face some 
serious reverses. In the early thirties the whole structure 
was threatened with complete destruction. Here we wish 

to pay tribute to our provincial government for their far- 
Sightedness in giving financial assistance to this organiz- 
ation. This assistance rendered by the government has also 
helped greatly in building up the morale and confidence 

of the farmers of this province, so that what was nearly 

a death blow to this organization turned out to be a 
Stimulant to the grain growers of this country. 

"We have also been very fortunate in getting a very high 
quality of man to look after the business end of this organiz- 
ation. All the directors of Manitoba Pool Elevators are 
farmers, or at one time or another were actually on the farm. 
The gra.a men have started their careers as grain buyers 
in country elevators. All of these are true cooperators 
at heart, and are men who spared no time or energy, men who 
ruined their health in trying to educate and unite the farn- 
ers of this province and to teah them that cooperation was 
the only way in which they could survive and improve their 
Standard of living. 

"In closing, may we summarize the position of the Carey 
Cooperative Hlevator Association. The cooperative movement 
has created a feeling of better understanding between the 
racial elements of the district, and we are now working 
harmoniously on a common ground. Before this we were 
working one against the other. It is a unifying movement. 
There is a growing conviction in the district that we can do 
more for each other through the cooperative way of life. 

The success of the elevator has led into other lines of co- 


Operative endeavour. Four cooperative cheese faetories are 
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now located in the district, at - 
St. Malo 
Jolys 
St. Pierre 
Ritchot 
There are also a number of credit unions successfully operat- 
ing in the district. Just last year, further encouraged 
by the success of the other cooperatives, and through the 
experience gained by our people in the elevator association, 
a cooperative store was started at St. Pierre, which is one 
of the finest rural stores in Manitoba. These activities 
are Still expanding, and we look forward to a bright future. 
"We as farmers are ready and willing to pay our share 
of income taxes through the personal income tax assessment. 
All revenues from the production and marketing of our 
produce, including dividends received from processing and 
marketing cooperatives, have been included in our personal 
income tax returns, which naturally tend to increase our 


personal payments to the Government. 


Respectfully submitted, 


Carey Co-operative Elevator Association." 


BY MR. PARKER: 

Qe On the last page you say the cooperative store 
was Started at St. Pierre. How was it started? Did you buy 
an independent store? A. No; the owner wanted to retire. 

Q Why did he want to retire? A. Because he felt 
he could live easier. 

Q. He left the community? A. He did not leave the 
community. He still stays in St. Pierre. 

Q tis he employed in connection with the store? 


A. No, in no way. 


Q. Nor with the elevator? Aa? Gs 
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Q- And your Association is a member of Manitoba Pool 
Hlevators? VB te 

Q- How did you become a member? A. When a man 
comes to the elevator, if he is not a member the agent 
asks him if he wants to become a member and if so he 
Signs the application form, which is sent to head Office, 
and head office in turn sends a share certificate to the 
.CC Hl Board. to the Secretary, and it passes at the regular 
meeting of the local Board to be signed by the President 
and Secretary, to be approved or rejected as we see fit. 
Then we have to pass two resolutions approving the applicat- 
ion of such and such a man to become a member and authorizing 
head office to affix the corporate seal of the corporation 
thereto, and this certificate is returned. 

Q- But your local Association is a member of the 
Manitoba Pool Elevators? The members are local associativus: 
ew Yess 

Q- How does your Association become a member of the 
Manitoba Pool? A. How did it become a member? 

Q» If I understood you correctly, you told us how the 
individual shipper becomes a member of the local Association? 
Ae Yes. 

Qe And how does the local Association become a member 
of Manitoba Pool? A. The Manitoba is organized by all 
the associations in the province. Each and every organization 
Botte 2 oem oT its 

Q- Do you pay the Manitoba Pool any fees? Ae?) DOs 
You mean to become a member of the Association or a member 
of Manitoba Pool Elevators? 

Q. The Manitoba Pool. Ae No, 

Qe On page two of the brief you say: "This new 


organization" -- that is, the local body -- "bought the 
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elevator that had originally belonged to and been built 

by the farmers of the district; and as soon as time and 
money permitted the elevator was modernized." How was that 
‘Tinanced, the modernizing of the elevator? A. When it 
was bought from the line company? 

Q2¢ No, not as I understand it. This new organization, 
tne. Caray Pool’, bought an elevator under the old limited 
company. How did you finance the purchase of that 014 out- 
fit and how did you modernize it? Ae We acquired the 
elevator through Manitoba Pool Elevators. 

Q- In what way? A. They bought it for us to a 
certain extent. They financed the purchase and we were 
responsible for it. 


Q- Manitoba Pool furnished the money to buy it? 


Q» And your local association in due course paid off 
the pool? Aye Yes. 

Q» How did you raise the money to Paw olf: the pool? 
ae By dividends and by revenues that accrued through the 
handling of grain. 

Q. By the deduction of so much a bushel? A. Not 
directly; by profits made through the handling of grain. 

Q-» Profits made through the local Association? 

&e Suree 

2. How did they make profits? What kind of business 
were they enaged in that gave them those PRODUIT) ok athe 
handling of grain alone creates a profit, you know, and 
terminal revenues also create profit, and of course the 
processing of grain, mixing various grades, cleaning and 
the location of it tend to create profit. In that way it 


creates a profit, and deductions were made also, 
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Qe So much per bushel on the grain brought in? 
A. Yes, 

2» From the deductions and profits made over a term 
of years you were able to repay the pool, and from the same 
source you got money for necessary repairs when the estab- 
lishment was modernized? Ae eee 

Q- You spoke of the head office. Where is the head 
office of the local association -- in Carey? A. Yes. . 

Qe re books kept at that office? A. The Winnipeg 
office. 

Q- Whose office? Ae Manitoba Pool Elevators. 

Qe Does not the local Association keep books? 
ie We keep track of the profits made and the rest is done 
at the business end. 

Q- Do vou handle cash? Ae. NOY 

Y You do not issue cheques or keep a bank account? 
ie «NO. 

Q- All done at the head office? A. Yes. 

Y» Do they charge the local Association a fee fOr 
that service? A. So much a bushel. 

Qe And that’ goes into the treasury of the pool? 

A. Yes. 

2. Do you get any moneys back from the pool at the end 
of the year? A. As a rule we do, yes. 

Qe On what basis do you receive moneys back? 

Ae On a patronage dividend basis. 

Q- What does that mean? Your local Association gets a 
dividend in proportion to the amount your Association has put 
in in relation to other members of the Pool? 
fi. In relation to the number of bushels each member has 
put in. 


Q» Your pool would get a certain amount of money and 
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you in turn distribute ‘to your members? fie ORG oe a: 


done here, 


Q <All distributed to the individuals from head office? 
A. Yes. We are told very often to look into different 


changes of address, 


Q- In the lower part of page four you say: “Lh the 


carly 30's the whole structure was threatened with complete 


destruction. Here we wish to pay tribute to our provincial 


government for their farsightedness in giving financial 
assistance to this organization. This assistance rendered 
by the government has also helped greatly in Dawa pe ap the 
morale and confidence of the farmers of this province, so 


that what was nearly a death blow to this organization turned 


out to be a stimulant to the grain growers of this country." 


So that if it had not been for assistance from the provincial 


government the whole structure would have toppled? 


fo Loemient have < 


Q. It was pretty certain? &. I know that the govern- 


ment help cawe in very handy, 


Me -L Suess it always does. T Suppose your Association 
appealed for it; it was not wished on you? Be ONO» 

Q Was it in the nature of a loan? A. I have a 
vague recollection of that. We were called upon to pass on 
different agreements but it was in the form of a guarantee 


rather, I guess, 


Q- You appealed to the pool for assistance fireat, 


your local Association? A. I don't remember that we did, 


Qe Did you appeal directly to the government or was it 
the pool that appealed to the government on behalf of the 
local Association? A. The pool did on behalf of the 


local Association. 


Q. You are not sure? A. I am fairly sure, as far as 
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I can remember. 

Q. “At any rate, you got assistance either directly 
or through the pool and it was in the shape of guaranteeing 
a loan from the bank, or was it a direct advance by the 
government? A. I could not Saye 

Q- Who can tell us? A. I guess you can get it from 
the Manitoba. 

Q- Was it paid off? A. Most of it, I guess, 
Drecwi cavity ao4 ‘or Ty, 

Ge Was ital) paid off? A, Practically iy 

o Is there still some outstanding? Ae LD cans 
Saye 

Qe We can get that from the pool? A. Yes, and all 
the trimmings. 

Q- Were the members of your local called upon, by 
way of deductions from the sale of their wheat, to provide 
money to pay back this loan? A. Deductions were made. 
Five or ten per cent of our revenues were allocated to 
that purpose, and if I remember also, 5 or 10 per cent was 
allocated to working capital -- that is, if I remember 
rightly. I may be wrong, but I think that is the set-up, 

Q- Who is the director from your Association? 

a. Mr. DJ. Parker, 

Q- He should be a good man. Ay Hee) 

Q- He is an appointee from your local, A. Yes, 

He is elected by the district he represents. The proviice 
is divided into seven districts, 

Q- And he is the one from that district, from the 
district in which Carey is situated? AY” Yes, 

Qe. You are not a director of the local? Aa 262 

Q- President of it? A. Secretary. 


Q» You are not on the directorate of the pool? 


Fea 


j 
i 
‘ 
vi a 
aster 
t FR 
i st. 
; : e Si 1s 
pt 
f ay | 
; m 6 vers 
3 J Pe 
‘ om, o Sa Pe. ae » 
i 
i — 
\ 
: = ul af rt ’ 
P Fine | 
sis a ' . 
. Fi je : 
fs ‘ Vig ta 4 “t% 
- ila { . /* 
» 
ry i t : 7 
{ j spo 
. , ' 
h \ 
Wy 
' f ‘ - 
: i i 
, 
ew 
. ie 
ry) evo 
\ 
we at 
oe 
} i a i 
* ’ r 
He: . 
ry ty ‘ 
i { = va ik 
“ 
Y * ., ae ; ~ 
} ive ery | 
PG 
‘ ih » p 4 
% i} ra ty # t 
io 4 a 
; , 
' i ‘ {i 
, 4 
+ bs per ot “ga J 
» 1A J * ’ ¥ 
‘ 4 Pe a” 
+ « ey " »w4 42 
A , ‘ i. 
* Ot: bur . 
i pairs vt a oe: 
i ba ne 9 ir : \/ 
% en Er : . ne 
la ea al ‘ a. 
ed 2 mp «2 “if *? ged 
\ . f j a hw ie ° 
14 
er te ite El Crea Y 
‘ ey Were 
: iy ie peer se ee apt ‘i 
eye? if af), rie BO) RA 
‘ ? t 
; 1 oe ie 
Se 
, ees 
ne 
J ‘ 
« N, 4 . a vv SS oP 
ae > : 
f ke Bay -~ © 
oA a a Oe 
» 
tr mae 6 
5 nis ae bee § 
ee a Re TO 
ae a4 - > 


B-90 ~2085-< Mr. Peloquin 


A. I am on the local Board but not on the central Board, 

Q- Are you a delegate? A. Sometimes I am and some-~ 
times somebody else ig. 

Q- As Secretary of your local Association, and some- 
times as delegate to the annual meeting, have you not 
acquired -the details of how that loan was paid back? 

A. Maybe I should have, but we farmers have so much of 


other things in our heads that we cannot be experts. 


| a. That ifthe explanation. Your business is run 

| by people who know a lot more about it than the individual 

farmers? A. We select a good lot of men to run that end 

of it while we look after the local end, and we are satisfied. 
Q- In the early days when you organized that joint 

stock company you found it was very beneficial to the farmers? 


ie Vranas 


Q- It pulled you out of a bad hole and improved the 


condition of the farmers? A. When we built the first 
| elevator? 
Q- Yes. A. Yes. Well, we ran across a series of 


very Successful years. We built in 1914, 
Qe When times were good the ordinary company served your 
purposes well, and when times were bad, like everyone else 


you had troubles? An Yess 


| Q- And perhaps right now times are pretty good? 
he Oh VeSe 
| Q« And an ordinary company will serve as well as a vo~ 


Operative. Do you agree with that? A. 0 Db mi geht: give 


us the service but not the revenues. 

Qe If you had to pay taxes the same as ordinary 
companies you would be in the same position? A. We are 
working for ourselves. It is a business proposition, 


| Q- But the difference between your financial position now 
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and the financial position of those selling dct through 
the ordinary company is due to the fact that you do not 
pay taxes? A. We do pay taxes. 

Q- The company and not the individual? Ae The 
corporation does not pay taxes, 

Ge But I am suggesting that the very fact that the 
corporation does not pay income tax is the reason the 
individuals are ina better position. Do you agree with 
that? A.’ Now 

Q.- What is wrong with it? A. We agree to pay taxes, 
but we want the proceeds from our crops, from all grain we 
srow, and as long as we don't have those proceeds no one 
is entitled aes taxes, because the head OPT Pet ie jist 

he trustee for us. But when the crop is all cleaned up 

if there is a dividend to be paid we are glad to add that 
to our statement of income for the vear and we gladly pay 
taxes on that, which I did this year again. 

Q2- Does the pool send out to each individual grain 
gtower a statement of the amount of nee they are holding 
to his credit from time to time? A. Yes, the annual 
Statement is distributed at the annual meeting of our local. 
I don't know what the others do, but it must be along the 
Same line, 

2 You do not make up the annual statement of your local? 
Py Nose & -isvmade up at head office. The head office makes 
a separate statement, 

MR. HOWARD: As we have heard, the Manitoba Pool 
Hlevators has as its members 180 associations, of which the 
Speaker is a representative of one. We are assured by 
Mr. Scarth that when the Manitoba Pool Elevators! brief ig 
Submitted it will contain full ana explicit information 


with regard to their set-up and the composition of the local 


ee. iit 
OW, hives 


ENR ris re atbinos Leteootth ait ya mt: 
bd wii: Be ‘ynownen yraeD 1g, ong 43 os 
Ram ad ye om PONT sede > edxay mn i. 4 

- pe 1 


“ity Tok fie Wy SL? ont at ie > 
‘ A 


eo 
“hola teen 


| het =): i" 


holtateriae 


B-92 


=-2087 = Mr. Peloquin 


associations in the organization, and all matters of that 
type. On the strength of that assurance we do not propose 
to engage in any examination of the representations of these 
individual local associations. That does not seem to be 
logical; they are only four out of 180 anyway. It seems to 
us that your Commission would hardly wish to explore the 
whole 180 in detail. We will get the typical state of 
affairs from the Manitoba, 

THE CHAIRMAN: Is this produced as a typical case? 

MR. SCARTH: It was produced locally by these gentle- 
men themselves but I can give the assurance that Ot Ul ‘end 
complete brief covering the picture will be filed. 

THE CHAIRMAN: Your brief will embrace similar ones? 

MR. SCARTH: Yes. It covers them, and I am sure it 
will give the details my learned friend wants, 

MR. HOWARD: I simply do not wish you, Mr. Chairman, to 
infer, from the fact that we do not examine the witness, 
any acquiescence on our part in respect of this. 

BY MR. THORVALDSON: 

Q- 1 wish to refer to the first page of your) brier,, 
where you speak of cue old Carey Elevator Company. That was 
a company incorporated under ordinary incorporation? 

&e A joint stock company. 

Q- You speak of investment in that companye I suppose 
you owned the elevator. The value was what -- fifteen or 
Sixteen thousand? A, I could not give the figures bus I 
know we bought it from the line company for $7,500. 

Q- You speak of having made a profit of 52 per cent 
on the investment in one year. I was wondering how much 

your investment was; do you remember? As Nooo fou) noe 
Saye 


Q- Ten or twenty or thirty thousand? A; Ib could not 
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have been a lot more than the figure we bought it for, 


around eight thousand I would Say, 


Qe So that in that one year you must have made a 


little over $4,000? Bao Yes’ 


Q- On page two you say: ‘Since operations commenced, 
the Carey Co-operative Elevator Association" eB, 


the early elevator, is it not? A. Yes. 


Qe “esessshas handled 1,578,233 bushels, and has re- 
turned in patronage dividends to its members the sum of 
$10,626.95." That is for a period of sixteen years? 
As =V ess 


Q- So that in sixteen years your cooperative has paid 
patronage dividends of only $10,626 and when you operated 
as 8 Joint stock company you made a profit in one year of 
over $4,000. 

MR. SCARTH: And in the meantime you made a big hole 
in the payment of the purchase price of the elevator? 

THE WITNESS: Oh yes. 

MR. SCARTH: You said it was nearly ail paid. one. 

THE WITNESS: Yes. 


J. T. FINKBEINER, 


President, 

Decker Co-operative Elevator 
Association, 

having been duly sworn 
testified as follows: 


LN TIER STE RT, NaC 


BY MR. SCARTH: 


Qe Where do you reside? A. On a farm two miles 


west of Decker, 


%.- How long have you lived there? A. Thirty-nine 


Yoarse 


Q» You are one of the old settlers? A, One of the 


rarest ones. 
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Qe What has been your connection with the Decker Co- 
operative Association? A. Direstor sver since the 
start and President for the last seventeen years. 


Q- And you are familiar with the facts set out in 


the brief? ike YO 
Q@ Will you read it? A. It is as follows: 
"Submission of Decker Co-operative Elevator Association - 


to The Royal Commission on Co-operatives - 1945. 


"The Decker Co-operative Elevator Association is made 
up of farmers. These men are of Anglo-Saxon origin for the 
most part; they or their parents coming into the district 
from Ontario. The first homesteaders arrived in the 1880's. 
Decker is the centre of a farming community and is situated 


some two hundred miles northwest of Winnipeg. The land is 


of the best and will compare favourably with any in the 


province of Manitoba. 

"Through the years, from the early days to now, the 
farmers of the district have had many difficulties to 
face. Many living in the community have recognized for a 
long time that the price received for the produce we had to 
sell was one of the causes of the difficulties, and 
Shouldered the responsibility to see whether we could 
improve this condition for the benefit of the people. It 
was early recognized that the solution could be found in 
the united efforts of the farmers, and organization efforts 
commenced. In the Decker district a large percentage of 
farmers joined the Wheat Pool in the years 1925 to 1929 
and educational work leading to cooperative activity was 
carried one 

"Operating in the district on a cooperative basis. 


are the following organizations: 
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Livestock Shipping Association 
Poultry Marketing Local 
Co-operative Elevator Association 
"Organizations Operating for the benefit of the 
community are: 
Crop Improvement Club 


A unit of the Manitoba Hospital Service 
Association 


"In 1930, we organized our Livestock Shipping Association, 


A shipper was appointed and a committee was set up te work 


with the shipper. Our Stock was shipped in car lots to 4 


commission firm in Winnipeg. The venture proved so success- 


ful that there has not been a drover in the district since. 
Through this experiment the farmers have gained financially 
and educationally, for we found out what our own stock was 
sold at and what the freight and expenses amounted to, and 
we also found out what the consumer was looking for. 

"The satisfaction derived from this venture of working 
together for the common good naturally led to further con- 
Sideration of other activities which led to practices of 
eoll-—help, particularly in the field of Marketing produce, 
which called for new methods and drastic overhauling, 

"Poultry marketing received the attention of the 
larmers because the method that existed had not proven 
Satisfactory. Under the old way of selling poultry to 
the local merchant, little, if any, attention haa been given 
tO quality of product, preparation for merket, standardization 


and appearance, Country meetings were hela throughout the 


province and action decided upon. Country lacals 
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payment on the day of shipment and-a final vayment when the 
poultry is sold. This method hag proved very satisfactory 
to the members, both financially and educationally, and 

has helped the producers to see what united effort can do 
when they all work for the common good for both producer 
and the consumer, 

"Now we come to the third venture that the producers 
have set up andsso successfully operated -- the grain market- 
ing association. 

"Farmers were never completely satisfied that we were 
receiving all our grain was worth when we had no alternative 
except to deliver to the line elevators and take what was ; 
offered, and we never learned or were told what the cost of 
handling a bushel of grain was -- we just took our ticket 
in payment, and that was the last we knew of that load. The 
satisfaction derived from the Canadian Wheat Board of 1919. 
which narrowed the spreads and gave us an initial payment 
and an interim and final payment, made a lasting impression 
on the farmer. The low prices for grain during the early 
1920's and the resulting farm economy was of such a nature 
that drastic action by the producers seemed the only way 
out of the terrible financial position, we, aS producers, 
WeTG iN. 

"A great many farmers always felt that there would be 
more stability in price if speculation and the futures 
market in grain was replaced with the Wheat Board methoc of 
Marketing. The dissatisfaction prevalent, in our opinion, 
led to the formation of the Western Pools, The satisfactory 
experience of first the Canadian Wheat Board and then the 
Western Grain Pools led to ine a greater measure of 
control by the producers through the acquiring of their own 


handling facilities. Our Pool Elevator was purchased in 
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1928. We signed up enough local growers to form an 
Association. The Association was formed by each member 
applying for a share which, when issued, entitied him to 
a vote. This elevator is managed by a Board of seven 
directors appointed annually by the members of the Associat- 
ion. The Board holds frequent meetings and looks after the 
interests of the members, Annually there is a meeting of 
all members, at which a report of the year's operations of 
the Association is presented, with an accounting by the 
Dire ot Director on the financial standing of the local. 

A delegate is also appointed to attend the annual meeting 
of Manitoba Pool Elevators. At this meeting of delegates, 
representing ail cooperative cslevator associations in the 
province, the Directors of Manitoba Pool Elevators are 
elected for the following year. All associations are 
grouped in seven districts, each district electing a 
director; so there are seven directors forming the Provincial 
Board, and this Provincial Board acts as trustee for the 
locals, superintends the elevators, and makes an initial 
payment on all grains and a final payment in the form of 
patronage dividends on the year's handling. As we have 
Said, our cooperative elevator has been successful. Total 
cash refunds to our members to date have amounted to 
$21,839.24. Our elevator had handled a total of by 957,600 
OUshels of all grains up to July 1, 1944, of which 325,409 
bushels were cleaned at the local point. 752,503 pound. 

of screenings from grain cleaned have been aca to 
Owners to be used as feed for livestock, and as a result 

of such cleaning there has been a saving of approximately 
$1,350 in freight charges on dockage. Of the total busheleg 


handled, 95 per cent were delivered by members. 
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“Having purchased a second elevator at Decker in 
June, 1943, all the grain-handling facilities at the point 
are cooperatively owned by the farmers of the district 
and the greatest satisfaction prevails. Now we are one 
| happy family and there is a much better feeling in the 
community. We feel that we have accomplished something 
worthwhile through the united effort of the people. We 
look upon these elevators as just another machine of the 
farm, as much so as a threshing machine or combine. Now, 
through this united efforts, we as produwers have control 
from the time the grain is threshed until loaded into 
the boats at Port Arthur, as we also own our own terminal 
clevators. The earnings of these terminal elevators also 
help to swell the income of the producer and give him all 
the knowledge of how his grain is handled. Thus the 


knowledge gained from owing our grain-handling facilities 


has proven to be members that there was cause for uneasiness 
among the growers prior to the farmers starting to run 
their own business. We believe the operations of our 
cooperative organizations, with control in the hands of the 
peeple, is Democracy in action, 

| "Our Association has formed a ‘Better Seed Club, 

| which has been growing certified seed grain for the last 

| three years. This activity has improved our grain consider- 

| ably. 

"Through our efforts and those of the Woments 
Institute, we have a Blue Cross Hospital Unit in our 
districte 

"All of these undertakings have only been made 
possible vce united effort and cooperation. The 


people of the Decker district have benefited as a result of 
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their operations. 

"We are proud of what we have accomplished and the 
results obtained from the undertakings. We have not been 
looking for profits; we have aga to improve the financial 
position of the farmers. We have been looking after our 
own business, and resent the suggestion being made that 
we established cooperatives to avoid the payment of income 
baxe It is our contention that all prorite: or line elevator 
companies, and the taxes paid by them on the profits, are 
made possible because the companies, in dealing with the 
farmer, make the handling charges high enough to produce a 
profite 

"We claim that the moneys we call patronage dividends 
on our deliveries of grain do not belongwtoutne cooperatives, 
but to members, where they become part of the members! 
personal income, and as such are then taxable if he rincome 
is sufficient. 

"To illustrate the fact that patronage dividends do 
become income of the members, and that the Dominion Treasury 
collects income tax on these moneys after distribution, 
our President, Mr. Finkbeiner, who is submitting this 
brief on our behalf, has consented to place his income tax 
returns before you. This submission shows that Mr.Finkbeiner 
paid $33 more income tax as the result of patronage 
dividends received by him. This instance should be related 
to our total membership, for we are convinced that through 
cooperative action, the revenue and income of farmers hag 
been improved, so that today thousands and thousands of 
Yarmers are paying income taxes for the first time. 

"It is our contention that farmers are pleased to be 
in the financial position where they can help finance 


the country and the war that our boys are fighting, and 
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we consider it a privilege to get enough income to help. 
This is what we have been working for; this is what we 
organized for -- to give to us, the farmers, an income 
sufficiently large to enable us to contribute through 
personal income tax assessments. 

"Having outlined the financial advantages of working 
together to provide 'Service at Costt, may we cover some 
of the moral obligations we have assumed. It is our 
obligation to see that our families are well provided for. 
In the early 1930's, when prices for grain were ruinously 
low, the few extra dollars were to most of us like ‘Manna 
from Heavent, Another moral obligation we owe to ourselves 
is to see that our children get a good education. We are 
trying to make good citizens of them by working together 
for the benefit of all of them, and not as greedy individuals. 
Already we can see the results of our efforts. We are 
Only performing the duties of good citizens. 

"ED conclusion, Jet us quote Prom one ler) our) taneous 
politicians. When he came to the country for re-election and 
wanted to flatter the farmer, he would say: "You farmers 
are the brains and brawn and sinews of this Fair Dominion 
of ours." Those words have stuck with us, and as we ponder 
over them we find how very true they are. The Lord gave us 
all brains to use, and we, as members of cooperatives, are 
putting them to work, with determination and sincerity of 
purpose to do right. 

'Not for selfish greed or boast of pride, have mercy 
on thy people, Lord{}' 

"Respectfully submitted, 


Decker Co-operative Elevator 
Association.” 
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BY MR. PARKER: 

Qe I suppose the following passage on page five 
of the brief is rather to be treated as rhetorical than to 
be taken literally: "This is what we have been working 
for: this is what we organized for -- to give to us, the 
farmers, an income sufficiently large to enable us to con- 
tribute through personal income tax assessments." 

Avi gheat 1s exactly it. 

Qe It is your great desire to pay income tax? 
wo. We ene proud to way it. 

Qs jaAre you, serious about that, or i6 Ghat) just a bit 
of eloquence? A. We are speaking as a Board. 

Qe Further down you say: "In the early 1930's, when 
prices for grain were ruinously low, the few extra dollars 
were tO most of us like "Manna from Heaven"®, Isn't that 
equally true of every professional man and of every citizen 
in the country? During that period their incomes were 
terribly reduced? Ae I suppoee so. 

Q. That was not peculiar to cooperatives? 

A. We are, thankful for it. 

Q. Were you any more thankful than anybody else? 

I was wondering what you had in mind in putting that state-~ 
ment ine On page four you say: “We are proud of what we 
have accomplished and the result obtained from the under- 
takingse We have not been looking for profits; we have 
tried to improve the financial position of the farmers." 

I cannot see the distinction between the two. 

A. We as farmers are in a different position from most 
professional men or big concerns. We are looking for a 
living and we never call it a profit if we get enough to 
live on. 


Qe No matter how much you got, you would not call it 
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Prorit? &. We don't call it PLOTi ts 

Q. Why not? A. We just call it earnings. 

wey ft it. costs you 75 canta to grow a bushel of 
wheat and you sold it for $1.25 would rou not have a 
profit? A. It is more income. We don't even know what 
it costs to grow a bushel of wheat. 

Q- Let us assume that it costs you 75 cents to grow 
@ bushel of grain. If you can sell that grain for a $1.25, 
do you not agree that you are making a profit of 50 cents? 
Ae No. I would call it higher earnings off the farm. 

Q- If it costs me $50 to make a suit of clothes and 
I sold it to you for $75 woulantt that be a profit? 
Ae I would not call it a profit. You would have earned 
that much more, 

Q» Is there any difference between the two? 
A. I can't tell what interpretation you DULL Jonge 

Q. Is there any difference ou the $25 that the 
manufacturer of clothing would make on a suit. Oficlothes in 
that illustration ahd the 50 cents that you would make on 
the bushel of grain in the Case 1 Dun GC wen7iine you see 
any difference? ae I can see that there are more earnings, 

Qe In each case? Ae! Ye. 

Q. One more question. You Say in that same paragraph: 
"We have been looking after our own business, and resent the 
suggestion being made that we established cooperatives to 
avoid the payment of income tax." Let us withdraw any 
suggestion that that is why YOU Organized, But iat ia ta 
matter of fact you have not been paying income tax, have 
you not received a benefit whether you intended it or not? 
Do you agree with that? Ae I don't get that question, 

Q- I said, I will agree with you for the moment that 
you did not organize cooperatively for the sake of avoiding 


income tax, but you did organize, and so far you have no% 
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been compelled to pay income tax? A. We had higher 
earnings on our farms in the last few years. 

Q- Your Association does not pay income tax as such? 
A. I don't think they have a right to pay, because they 
have no money. 

Q- I would like to have the memorandum of association 
and the articles of this Company and the one preceding it. 

MR. SCARTH: Yes. 
| BY MR. THORVALDSON: 


Q- You paid $35. more income tax as, a result of 


patronage dividends received by you. If you had received 
dividends from an ordinary company you would have paid the 
same income tax. There is no disagreement on that, that you 
pay income tax on your patronage dividends, but similarly 
you would pay income tax on any other dividends you might 
recelivee A. If I had not received any. dividends I woul? 
not have got that much money on my grain in the first place. 
Somebody else would have got it and paid taxes on it. 

Qoaodt you had received dividends) from an ordinary 
i company you would have paid income tax on those also? 
Aig YOR 

® On page four you say:. "To illustrate the fact that 
patronage dividends do become income of the members, and that 
the Dominion Treasury collects income tax on these moneys 
after distribution, our President, Mr. Finkbeiner, who is 
submitting this brief on our behalf, has consented to place 
his income tax returns before you." You also say: ‘We 
claim that the moneys we call natronee dividends on our 
deliveries of grain do not belong to the cooperative, but 
to members, where they become part of the members! personal 
income, and as such are then taxable if the income is 


sufficient." Ay. XYeSs 
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de LOU say that these moneys do not belong to the 
cooperative but to the members. Would you agree with me 
if I said to you, "We claim that the moneys we call dividend 
on our investments do not belong to the company but to the 
Shareholders?" Would you agree with that? A. Wh Bons 
just get that queStion. 

Q. You maintain that the patronage dividends, what 
the association pays to you in dividends, do not belong to 


the association but to you as a member. Would you agree 


with me if I said that the money that is earned by an 
ordinary corporation belongs to me as a shareholder and to 
Other shareholders? A. If you were in a eooperative a5 
would Say so. 

Q Only if I were in a cooperative? AGS’ Yes. 


2. What is the difference between a corporation and 


a cooperative in that regard? Is there any difference? 


fis LOS 

Qe They are both corporations, a re they not? 
ae have never heard it brought out what a cooperative is 
-- that is, what you term a cooperative -- and what a 
corporation is. 

Q. Your cooperative is a corporation? A. Our co-~ 


OporauLver Now ibis: not, 


Q- It is a cooperative corporation? Ret NOG 
has no shares. 

THE CHATRMAN: I do not know whether you are being 
enlightened, Mr. Thorvaldson. We are not. 

BY MR. THORVALDSON: 

Qe No, Mr. Chairman. I will leave that. Now at the 
top of page four you say: “The earnings of these terminal 
elevators also help to swell, the income of the producer 


and give him all the knowledge of how his grain is handled." 
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You prefer to use the word earnings rather than profits? 
A. YeSe 

Q- You do not like Une word profits? Ae peeve 
never been used to it. 

Q- Do you as a farmer make profits? A. We don't 
term it that. We don't know whether we have made a profit 
or not, only when our earnings are large enough to pay 
income tax. 

Qe You paid income tax, and it looks as if you made 
on earning, sin 19432 ot YOSie 

Q- Then would it be correct to say that you had made 
a profit? A. I would say I had a large enough income 
to pay income tax. 

Q- Do you believe in the profit motive, as a farmer? 
&. Not in the way youcall it a profit. 

Q- Do you believe in earnings? You like to make <c 
profit or an earning? A. IT am not terming it a profit. 

Q- You are terming it earnings? Seb) am Looking 
for 2 tics and as long 2S. 4 Gen. Line en (sae ep ian. 

Q and if you get a little jam on the bread and butter 
you are still more satisfied? A. That is what we are ail 
looking ao 

Q. And the jam is not a profit? As) i) Gon > peri at 
that. 

Qs What do you call it? A. Jam is a thing you get 
in bottles. 

MR. PARKER: Jam is also sometimes what you get into in 
the witness box. 

MR. SCARTH: May I take the other two briefs now, 

Mr. Chairman. That will complete the four -- unless there 
are other submissions to be taken first, 


MR. PARKER: The party who was to come on now has not 


ET has Te 
ha 7, ru ft) 


Saws Mi AY ve uj x 


cic ie nee s 
D , 
iy Ay: Ai Mi i ny 


; cet fe e 
ove TI wh Ted ea stew ‘ante sat aa ob, HOE an oy al 
; a we . 7 


nie é pias i ree a 
r a nay Wy pA a hates r 
vy a nm 


iy M 
* ae 


7 
. 


we ae ott baw heed. ame S 


¢ 
} » we) - ve iy - “ b Mes ay \ : 
evar nie a! Wa Ted ftorg ghee nearest 6 ee yoy om. oR pair ny ite 


1 ; : 
: i uo 5 iy eh 


Biter s stem ovetioew te aid eel won #taoe aide tet 9 tt omned =a ue 


. 


ca 


. vec of Monroe ental ote as ogi Bite tHe “Tyo neti ‘ethic’ ton te 


a “43 os : me 4 re: | Le. 
i | ont (yt agai "ee otk , Vie 


m i 


y ) ; eT, ihe 5 rine Loy a seal an 
Bipot: Tw’ | ; oe os a ret lo ; ~= ¢ WES soon £ Pee A=) poy ef 


s oy ; : . 


tie ; eGet «h& » VERGU Gh: petit erse) me ti 


% 


4 7 var 7] A ' J 
bivow cool «f 


Stites. # 


Kee ono snk 


TE One: 


c3 ti ’ de 


b i a ' 
a ! . PS “we th we h +e. 78 ‘ 
ie : SALA 2 i 3’ Bf. 5 i eng ni tee oe 


‘ne = 6 a 
i a i ’ ‘ . ‘ 
mm a oa ; ; i Pi : : = : ER os : om ca: a ‘ 7 
on ca eee Deh a Ua Hat i, ei TROL Ares is. TO wEsotG . 
on: F . 
bs ' 
oO 7) “~~ = Wi r | eI Té oy ep! 
res A “. . | 
al ‘ 6 ‘me ey =i 
ni. Be ulie Shiv D4 8 To? 
er ae oe 
,4 ' oo ay nw tt Dili ke 
7 AOR MOY 1 ane aeeeee : 
q | eS ie at Ne ne alate : 
fboftsitan eiom Dlize, ote wey, 
yrto? iintwtooL 
- | én i i, fg Rik es 


it B82 Meh oh T7l [iso voy ail ot of :¢s 


pao ESE OG fit 


wed ‘eoainaiiw omit 
Lows, aedvo pid eal 2. veld pHERAD OB: Re 
ory r ahd ok aah : 3 ake Pe, HOS a Lew ‘tai. , ‘pean ina, »3 
ee eed RDA Bret wert e Panel) Rent : oy 
nue eit mediad ee Pree Nabe Fondo, 
arg cial Witte as oes 
Wor no “ano? oF Rew SW YakeG ody. AAAI ASN 
Vii ee ae Uae Tags oe id ely ie aie 
ee, ; a : 


ve ipegrnd a ay) 
; = att ry ae ’ 


B=-106 


————— 
7 


-2101- Mr. Parker 
arrived, 


THE CHAIRMAN: Go ahead, Mr. Scarth. 


Ge SIMUNDSON, 
Secretary, 
arborg Co-operative Elevator 
Association, 
having been duly sworn 
testified as follows: 
mS FOLLOWS 
BY MR. SCARTH: 

Q2- You are Secretary of the Association? Ke) LOB% 

Qe You have a brief? &. Yes. 

Q. Was it presented to your Board? Ae YOS, 


Q You are familiar with the contents? AY” “Yess 


Qe They are correct to the best of your knowledge? 


Q- Will you read the brief, iue The brief reads 
as follows: . 
"Submission of arborg Co-operative Elevator Association 

to Royal Commission on Co-operatives - 1945, 

"Arborg is located about seventy-five miles due 
horth from the city of Winnipeg, on the banks of the Icelandic 
River, The earliest settlers arrived in 1875, PArlaree 
portion of the land surrounding the town consists of some of 
the best grain growing soils in the inter-lake area and the 
two biggest factors that so long withheld it from utilization 
for that purpose were that the lower lands were more or legs 
under water and the higher land was mostly covered by heavy 
timber. During the first few years the pioneers lived a very 
primitive life as far as their material supplies were 
concerned. Ags farmers, their only source of income was 
derived from the few head of livestock which they kept 
through very adverse conditions. although grass was plenti-~ 


ful it was often no easy work to put up hay to feed theiz 
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sheep and cattle during the winter. The grass was cut with 
a scythe and when dry, often carried on poles to high spots 
and stacked where it wags reasonably safe from spoilage 

by floods, which were sure to follow a rainy spell any 

time in the summer and fall. From their sheep the people 
got wool, which again was Spun and knitted into winter 
clothing, and from the cows they got milk, which again 
produced butter, the only produce which would be readily 
traded with their local merchant, but those merchants were 
very conservative in paying cash for this produce. In many 
cases farmers who had a favourable balance of trade with 
the Merchant had a hard time to get enough cash released 

to pay their taxes, which at that time amounted to only 
afew dollars a year, 

"Naturally, under these conditions all progress was 
Slow. But in 1907 these people organized a cooperative 
creamery. They were fortunate to get a personal loan to buy 
the first equipment. The buildings were built from lumber 
produced locally and constructed with Logel. Vbaboun us Tae 
was stored just before the river broke Up. Ln the cprine and 
the machinery was hauled with horses from Winnipeg Beach, 

a distance of forty Miles, on ast Ssleighine in the Sp. VEe'. 
The farmers delivered their cream to the creamery during the 
summer, but received no payment as the butter had to be 
stored until it could be haulea away next winter and sold. 
It was after the butter had been sold that the farmers 20t 
the returns for their cream. Since that time the business 
turnover of the creamery continued to increase until it 

fell off somewhat during the last two years on account of 
reduced cream production caused by shortage of Manpower « 


* 


The creamery has, besides paying a full market price for 
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cream, paid a handsome sum in price improvement during 
many of the years it has operated. 

"In 1910 the railroad Came and the town of Arborg 
began to take shape, It was, and still is, the end of 
Steel. With the railroad came the opportunity to dispose 
of fuel wood and until quite recently a large portion of 
the settlers got a major portion of their income from 
cutting and selling cordwood. This Occupation, after con- 
pogering ite exhaustive taxation of muscular energy, both 
of man and animals, has been worst paid as a whole, al- 
though reasonable prices have been paid at odd times a clea ig ea 
the years, 

Pine, LOLS: Zhe Arborg Farmers! Co-operative Stors was 
Started, and dui ned te twenty-five years of existence it 
has expanded until it now deals with groceries, dry goods, 
considerable volume of hardware, operates a meat marikewt, 
runs.two P.S.V. trucks, keeps an oil Station, operates 
a seed cleaning plant, as well as handling a large volume 
of farm produce. The store was for a long time operated 
on too narrow a margin to prevent it from building adequate 
teserves as well as financing the expansion of business, 
This put it into a serious financial condition during the 
worst depression slump, although financial means of most 
farmers at that time were very meagre they managed to 
Subscribe considerable share capital as well as advance 
Substantial personal loans, and with this additional 
Capital the store managed to survive the financial pinch 
of the depression. Later, when money again was more 
available, those loans were gradually repaid, Also, during 
the last few years all debts with wholesale concerns 
have been paid up. 

'Prior to. the building of the railroad, the settlers 


were all of Icelandic origin, but around that time ral 
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large number of people of different nationalities, the 
IMajority of them Ukranian immigrants started moving in 
and homesteading the land available within a reasonable 
distance from the railroad. These people derived means 
of living from the timber which more or less covered their 
land, and for over twenty years Arborg was a large shipping 
pornt-tonr cordwood, pulpwood and lumber. The Icelanders 
did not have many things in common with the new settlers 
and each group viewed the other with suspicion and distrust, 
and for a long time few things happened to smooth out that 
trie tions 

"As has been said before, little land was suitable for 
agriculture in its Ofiei nel condition, and for many years 
grain growing was limited to small fields which had been 
oleared out of bush: on high land. The grain grown was 
mostly consumed by livestock. Around 1920 considerable 
advances were made in draining land suitable for agriculture 
and extensive breaking of new land followed, and in 1922 
a line elevator was built at Arborg. This elevator was of 
a very primitive design, had no cleaning facilities and 
offered very limited service. During harvest the agent 
closed at an early hour and farmers hauling grain straight 
from the thresher could not make deliveries of loads 
threshed late in the afternoon until next day. Repeated 
appeals to the owners of the elevator to instal grain 
cleaning machinery in the elevator brought no results. 
Prior to that time, farmers having oda lots of grain to 
sell usually clubbed together to make up a carload which 
they loaded over the platform. During the worst depression, 
efforts for expansion almost came to a Standstill, as the 
price of grain was so low that increasing its production 


for marketing purposes was worse than useless, but with the 
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grain prices again on the upward swing, along with the 
gradual exhaustion of timber and decrease of seasonal 

work for farmers in connection with the fishing industry 
On the lakes, more and more farmers turned their minds 

to obtaining their livelihood from the soil by grain 
growing and stock raising. More grain was sold and dis- 
Satisfaction over dealing with the elevator grew. During 
recent years, as the previously stumped bush land has been 
cleared, a large acreage of some of the most fertile soils 
have been reclaimed for grain growing. 

wDy Ghis Gime many farmers were so dissatisfied in 
doing business with the Arborg elevator that they started 
trucking their grain to distant points, in many cases all 
the way to Winnipeg, and found it profitable, after paying 
delivery charges of 8 cents to 10 cents per bushel. Realizing 
this tragical waste of money, an organized movement startca 
to ne Be dats with the Manitoba Pool Elevators to come to 
our assistance in starting a co-op. elevator in Arborg. 
After looking into the volume of grain trade done at 
Arborg they tried to discourage us from any such undertaking, 
but consented to try and buy the elevator already operating 
at Arborg. When its owners were approached they flatly 
Cerusedsto sell out, 

"Further local organization work continued, and when 
the Manitoba Pool Elevators realized the determination of 
the farmers to form an Association and & desire to own 
their own grain marketing facilities, their Board of 
Directors finally agreed to come to Our assistance, 
providing the people themselves would subscribe a minimum 
of $6,000 in money, material or labour as a guarantee fund 
to be used as working capital. A committee was selected 


to canvass people of the community to raise this amount. 
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They met with a very favourable response, and among 
contributors were the vast majority of the farmers, 
established local cooperatives, several retired old age 
pensioners, as well as substantial amounts from most of 

the private business men in the town. Among these con- 
tributions were a $100 cheque from the village blacksmith, 
$100 from each of two garages, $50 from a general store, 
and many others. These voluntary contributions amounted 
in total to $6,497.82. Also worthy of mention is the 
contribution of the local bank, which handled all cash con- 
tributions, making out receipts for same and doing all 
accounting free of charge. All this money and material was 
subscribed for use without interest and no guarantee of re- 
payment except the anticipated financial success of the 
local association. This money was treated as a working 
Capital loan and a certificate was issued to each person 
making a loan. 

"In spite of flat refusals of the Owners of the line 
elevator to repeated appeals of the producers to instal grain 
cleaning machinery, aS soon as we were going ahead to build 
a new elevator they immediately remodeled their elevator by 
putting ina cleaner, installing a new motor as well as 
Other improvements, 

"Our membership, which now is over 400, is made up of 
all racial groups, and our Association has been an influence 
in Grawing the people closer together, creating a much 
better understanding and developing a spirit of neighbourli- 
hess. Our Association is democratic, with each member 
having one vote. It is managed by a Board of Directors of 
seven, and on this Board are representatives of ve different 


racial groups and they work harmoniously together. Since 
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the starting of the Association the farmers of the district 
have had an opportunity of learning much about the erading, 
marketing and sale of grain. Our Association submits to 
all members an operating Statement, as well as a balance 
Sheet. The operating statement gives full information as 
to grain handled, any gains or losses in grades dockage 

and weight. In securing this information the farmer knows 
how his grain has been handled. This hasi:created a great 
deal of confidence and the dissatisfaction that previously 
existed has disappeared, Evidence of this confidence is 
that approximately 70 per cent of the grain marketed at 
Arborg is delivered to our cooperative elevator, 

"Our Association entered into an Agreement with 
Manitoba Pool Blevators under which Manitoba Pool Elevators 
became our agent and trustee for the marketing, financing, 
bookkeeping, superintendence, etc. Under this agreement we 
agreed to pay our proportionate share of the expenses of 
Manitoba Pool Elevators for the services rendered. 

"Manitoba Pool Elevators is controlled by all the 
associations working together. Our Association elects a 
representative who attends the meetings of Manitoba Pool 
Elevators when policy is decided upon. Manitoba Pool 
Blevators is managed by a Board of Directors of Seven. These 
directors are electec by the associations grouped in dis- 
tricts and our Association exercises its right to vote at the 
election of directors. This is government by representation. 
Under this system the associations have control and can 
Change the directors of Manitoba Pool Elevators and the 
operating policy any time a majority of the Associations 
desire. 

"Our cooperative clevator has handled four crops since 


| it was built. It is equipped with modern machi nery, both for 
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fast handling and cleaning commercial grain and seed. As 
far as we know, since it started operating, not a single 
load of grain has been trucked away from the Arborg district 
to be sold at a different elevator. On the other hand, 
the territory serviced by Arborg has greatly expanded. 

"In the four years of operation 547,494 bushels of 
grain have been delivered to our elevators, of which 

022,806 were members! grain, which represents 95.49 per 

cent of total handled. 60,293 bushels have been cleaned. 
152,532 pounds of screenings have been returned to farmers 
on which an estimated saving on freight of $211.73 was made, 

"The first year we were just able to meet operating 
expenses, interest and payment on construction loan; 
the second year there was a small Surplus, vor which $215.53 
was repaid to members; the third year we had a surplus of 
over $6,000, from which we retired the loans which had 
originally been made by people in the community who were not 
members of the Association. These loans retired amounted 
to $1,688.17. As well, a patronage dividend of $1,933.38 
was paid to members. Last year, resulting from operations, 
we had a surplus of $8,122.99, out of which we retired the 
balance of the original loans made by members, an amount of 
4,809.65 

"The members of the Association look upon their elevator 
as a machine for marketing their grain, owned as a group, 
which increases their income. It has been an influence 
in securing better prices and lowering cost of handling. 
The surplus resulting from overaticn is not PMGLLT Jon 
money invested. All surplus over and above operating ex- 
penses goes back to the producers as a price improvement 


| which is an increase in their individual income. This 
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additional income often puts the farmer in a higher in- 
come tax bracket. 

"Since early settlement, farmers in the Arborg dis- 
trict have faced many difficulties. We have experienced very 
little prosperity but a good deal of depression. Farmers 
have worked very hard and jong hours for what material gain 
they have received. We have learned that united action 
has brought beneficial results; the story or ur )Co- 
operative Creamery, of our Co-operative Store and of our 
Co-operative Elevator all prove that we, the farmers, can 
and must find the solution to our problems. In this way, 
we believe, we can bring about a condition of Stability 
and place farming in a more secure position and also bring 
to the men on the land a measure of equality with those 
engaged in other walks of life. 

"We shall resent the action of any “Dody, or any govern— 
ment which makes it difficult for us to Carry On our ¢co- 
Operative activities. 

"Respectfully Submitted, 

Arborg Co-operative Elevator 
Association." 
BY MR. PARKER: 

@- You say on page five: “Last year, resulting from 
operations, we had a surplus of $8,122.99, out of which we 
retired the balance of the original loans made by members, 
an amount of $4,809.65." Then you say in the next paragraph: 
"The surplus resulting from operation is not a profit on 
money invested." Is it not true that if you did not have 
money invested, or if somebody did not have money invested 
in the elevator, you could not possibly have made that 


surplus? There had to be capital invested in building the 
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elevator? A. That will be dealt with in the main ULACL ; 
- bUG we don't call it an investment. It is a revolving 
fund 
2+ You know enough about investments to know that if 
you go and buy an elevator for fifteen or twenty thousand 
you have an investment in that elevator to that extent? 
A. We are working to the point where we ourselves as 
farmers own that elevator. 
Q- But in the meantime is there not an investment 
of somebody in that elevator? ‘A. We borrowed the moneye 
Q- But you have since paid it back and now you own 
it. Has not someone an investment in that? A. Perhaps 


you are not familiar with it. 


| F. B. GEHRING, 


| Sperling Co-operative 

| Elevator Association, 
having been duly sworn 
| testified as follows: 


BY MR. SCARTH: 

Q You have been a member of the Association how 
long? A, Since 1926, : 

Qe You have been on the Board? A. I went off as 

| President this fall. 

Q- You have prepared a brief? ee Less 

Q. Has it been approved by the Board? 
AL) Yes, 

Q- The contents are correct to the best of your 
knowledge? A, Yes. 


Q- Will you read the brief. A. Yes. It reads 


as follows: 
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"Submission of Sperling Co-operative Elevator Association 


to Royal Commission on Co-operatives - 1945, 


"Sperling is a village Situated about thirty nine 
miles southeast of Winnipeg on the C.N.R., in the northwest 
corner of the municipality of Morris. Its population is 
about 250. The farm land around Sperling pecalt ‘opan 
prairie, and is practically all farmed. 

“The district contributary to the shippine point of 
Sperling comprises about three townships. There are three 
elevators in the village at the present time, one of which. 
is the Sperling Co-operative Elevator, owned and operated 
by the members of the Sperling Co-operative Elevator 
Association. The other two are owned and operated by line 
companies. 

"The people of the district are mostly of the Anglo- 
Saxon races. 

"“Harly in the history of the town of Sperling there 
were three elevators operating at the point. Farmers at 
that time did not know there was any difference between the 
price they received at the elevator for their individual 
loads to the price which they would receive for a carlot 
Shipped to the terminals, and this condition prevailed PO 8 
number of years. 

"Platform loading started about 1906, but 6. Tires 
only the odd man used the platform. We would like to 20 
back to this period and state the experience of two farmers 
who later became members of our Association. One was market- 
ing the first crop of wheat he had grown on the virgin 
prairie land of this district. Being some distance from 
the railroad and the elevators, it was hecessary for him to 
draw his wheat with horses in small 50-bushel loads and 


accept the street price, taking the spreads then practiced 
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by the line elevators. The second was Mr. Robert Nichol 

who was the first farmer to take advantage of the provisions 
of the Canada Grain Act, which aa Wen farmers to load their 
grain directly into railroad cars from a platform and make 
shipment direct to the terminals. When these two farmers 
compared the net prices received for their Ret it was 
found that Mr. Nichol who loaded over the platform, received 
15 cents per bushel more than the one delivering in small 
loads to the line elevator, and this was for grain considered 
by them to be of equal quality and grade. This platform 
shipping grew continually until practically every man in 
the district used the platform, dependent only upon car 
supply. As the use of the platform facilities grew, the 
growers commenced to use portable loaders, and it was not 

an uncommon sight to see the railroad track in the village 
of Sperling lined with a number of these portable loaders, 
up to a dozen at a time, 

"While loading in this manner had its advantages, the 
farmers being more satisfied with grades, weights, prices, 
and so -on, it also had its disadvantages, as rain or bad 
weather would stop loading and demurrage would be charged 
on cars. It was also necessary at times to mix the lower 
grades of wheat in with the higher, and “load ai -into- the 
one Care 

"This then, was the picture of the machinery the farmer 
had for handling and control of his grain at Sperling in 
these earlier years. Approximately 50 per cent to 60 per 
cent of the grain at Sperling was loaded in this manner 
just before the Co-operative Elevator Association was formed 
and a large elevator built. 

"The need for a better method handling and control oi 


his grain was felt by a majority of the farmers of the 
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district. They sought a solution for the large waste of 
man power required to operate these portable loaders, and 
through the medium of the meetings held under the old Wheat 
Pool, got together and studied the possibility of joining 
together to acquire an elevator to handle all their grain -- 
to give 'Service at Cost', thereby reducing the cost of 
operation and production. At that time, 1926, there were 
three elevators being operated by line companies at Sperling, 
one of these being torn down at a later date. None of these 
elevators had very good cleaning facilities, the elevators 
having the old type wooden cleaners, that were neither fast 
or efficient. These were rarely if ever uged, and grain de- 
livered to the elevators was shipped down to the terminals 
just as received from the threshing machines, with the re- 
sultant loss of grade and price, and necessitating the extra 


| cost of freight on dockage. 


"In 1926 then, a Co-operative Elevator Association was 
formed and a 60,000-bushel elevator was built, with the 
purpose of securing the best possible service at the lowest 
coste Needless to say, we were dumfounded at the amount of 
of our savings, which otherwise would have gone to the line 


companies and no portion of these savings would have been 


returned to the actual grower. This actually reduced our 
cost of prodw tion by just that amount, the elevator in our 

| opinion being merely an extension of our farming machinery. 
"When Pool Elevator was constructed we installed 

| modern equipment, which gave the farmers faster and more 
efficient service and with up-to-date cleaning facilities, 
which resulted in better grades, prices, and large savings 
were effected through the cleaning of the members’ grain. 
Seeing the results the Pool was obtaining through this modern 


| elevator, and apparently in an effort to secure a larger 
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volume of grain, the Line made improvements and installed 
new cleaners, so that the benefit has not Only been 
derived by the Pool members but by all the farmers in the 
district. 

"At the present time there are about 150 members of the 
Sperling Co-operative Elevator Association. Through our 
organization the members have learned much about the 
factors influencing prices, quality, spreads, elevator and 
terminal operations, and the many other ramifications in 
the handling of grain. Before the Pool entered the picture 
we did not know what a cut-off meant and never saw figures 
for overages, Shortages, grade gains and losses, etc. Now 
we have all of this information and this is passed on to 
all the members. They need only ask our Secretary and he, 
having the figures, can give them out at a momentts HOGHCS4 
Uiesraneancial statement <= completed by auditors of our own 
choice, gives the complete picture, showing receipts, 


expenditures, the amount remaining in the surplus account 


and so on. The Association igs open to all producers who 


join and pay a membership fee of $1. No shares of stock 
are owned by any member, and each member has one vote. 
It does not matter whether he delivers 500 bushels or 
10,000 bushels, he is on the same level as the next fellow. 
"All officers are elected by the members at the annual 
meeting, the officers consisting of seven directors, who 
at their organization meeting select a: chairman and 
Secretary. In our Association, three directors are elected 
one year and four the next, to serve for a two-year term. 
Any member is eligible for nomination as a director, but a 
member after serving a term of two years is not eligible 


for nomination until one year has elapsed, which we believe 
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gives a larger number of the members a chance to serve 
as directors, and thereby learn more of the business. 

The Sperling Co-operative Elevator Association Since 
1926 has handled 4,513,000 bushels, with the following re- 


sults? 


"Returned in cash patronage dividends to its 


members ree $106,556.76 
"Bushels cleaned a iehate 905,845 
Gus enaines returned to 

growers (in ibs.} eee OPORTO 
"Estimated saving on freight $ 5,000.00 


"Members? percentage of net bushels handled 94.92 per 
cent 


"At the local annual meeting our official delegate for 
the year is elected, and his aduby, is touattend. the annual 
meeting of Manitoba Pool Elevators and any other meetings 
called during his term of office. At the annual meeting of 
Manitoba Pool Elevators our delegate, with the other delegates 
from the Associations in our district, meets to elect a 
Man to sit on the Board of Directors of Manitoba Pool 
Elevators. This procedure is followed annually, and because 
of this annual election, we can change a director if we feel 
ut Necessary, and we have complete control over the policy 
of the organization, 

"A record is kept of all. deliveries by each member 
each ‘year and the amount of surplus or saving is allocated 
to each member according to the number of bushels of grain 
delivered in each particular year. These savings are placed 
in Working Capital Reserve and later, beginning with the 
first year's reserve being taken care of from the first 
moneys available, the second from the next, and so on, 

Which is commonly termed the "Revolving Door! method of 


payment. Each member therefore eventually receives every 
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dollar of Savings to which he is entitled according to the 


deliveries made by him. Here again we would point out that 


but for Manitoba Pool Elevators, and each and every elevator 


association, these Savings would not go back to the actual 
producer to reduce the Cost of production, but would go to 


line the pockets of the investors in various elevator 


companies, who in themselves are not contributing any thing 


towards the Carning of these moneys. 


The Sperling distriet has been fortunate in not having 
a crop failure since the elevator commenced Operations, and 


has always had a Surplus from operating, 
"In 1940 when terminal and elevator storage could not 


take care of the accumulating surplus of grain, the local 


Association built two annexes with a storing Capacity of 


130,000 tushels, This was filled to Capacity the first 
year, and at the present time they are carrying over 60,000 


bushels in store, The added storage space was of great value 
to our members, | 
"Recognizing that the qualLoy “or the product our members 
have for sale greatly influences their financial returns and 
further Tecognizing the value of g00d seed of recommended 
varieties, our Association Sponsors a Seed Growers! Club. 
This Club has taken the lead in introducing good seed and 


new varieties of see, and from an economic standpoint this 


has been worth thousands of dollars to us. We can Safely 


Say that 99 per cent of the improved varieties of seed 
introduced into our district in the last fifteen years hag 
come through the medium of seed plots sponsored by the Pool 
Elevator. It is hard to estimate the value to the members and 


to the non-members alike in the area, as the seed hag improved 


the purity and quality of grain grown in the district to a 


large extent, 
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"From the experience gained by members in the Elevator 
Association, which first established the principles of 
cooperation, producers in the district organized the 
Sperling Co-operative organization and supplies all of its 
members with much needed Supplies, such as oil, fuel, twine, 
coal, hardware, and most of the requirements of this 
hature at a saving, which further helps to reduce the cost 
of production. We Strictly adhere to our own business and 
have no desire to interfere with the business of others, 

We make a sincere effort to do business only with members, 
and through the success of our efforts many other persons 
in the district are encouraged to become members, 

"Our Associations have been a beneficial influence in 
the community life of the districte We have taken a keen 
interest in the Manitoba Hospitalization Plan, and at 
present forty-four families in the district are protected, 
Many more are interested in joining at the next available 
opportunity. 

"Through our connection with the provincial organization 
by being members of the Manitoba Federation of Agriculture, 
the Canadian Federation of Agriculture, we feel that we 
have a very definite voice in determining agricultural 
policy. These bodies now carry considerable weight, 
and are often consulted by both the provincial and dominion 
governments over various policies connected with agriculture, 

"All the cooperative organizations of Sperling are 
tiled up with the rest of Canada, as mentioned before, 
through the Manitoba Federation of Agriculture, the Canadian 

Federation of Agriculture. These bodies keep all members 
fully informed of events taking place locally, as well as 
throughout the whole of Canada and the worid. Then, too, 


all members subscribe to our own paper, which brings to each 
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individual member and his family the doings of the co- 
Operative organizations everywhere, 

"Thus, through the medium of Our OWN press, Our member- 
Ships in the various cooperative bodies, and through our 
own local meetings, both monthly and annually, the farmers 
of this community know that through cooperation they have 
brought about better living conditions to the whole 
community, not only to themselves, but to our neighbours 
and friends. This is not only through the increase in 
their income, but also by education of the people in 
learning to work together, The achievement of the farmers 
in extending their farm practices to include the handling 
of their own grain, has been a constant source of sratifica- 
tion to them They are justly proud of this, and they have 
a good deal more self respect than they had twenty years 
ago. Sperling, and the many hundreds and thousands of 
other villages and towns throughout the West, are definitely 
better places to live in as a result of cooperative action 
and people working together more now than they have ever 

done in the history of mankind, 


"Respectfully submitted, 


Sperling Co-operative Elevator 
Association." 


BY MR. PARKER: 

Qe On page three you Say: "No shares of stock are 
Owned by any member, and each member has one vote. It does 
not matter whether he delivers 500 bushels or 10,000 
bushels, he is on the same level as the next PelLlow i" 

Does everybody who delivers wheat, no matter how small 
the amount, become a member? A, Ninety~four per cent of 


those who deliver wheat are members of the Association. 
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Qe How does he become a member? A. By signing 
an application for membership. 

Q- Does he have to be a deliverer of wheat? 

A. To become a member, certainly. 

Qe Is there any fee? A. One dollar. 

Qe And that comes with the application? A. Asa 
rule it should come with the application but sometimes it 
is'taken out of his first certificates. 

Qe He becomes a member as soon as he Ships? 

A, AS soon as he signs his application. 

Qe He is made a member before he signs the application? 
A. Not before he signs, 

Qe What is his status in the interval? Aw “Hews 
an ordinary deliverer, 

Q- One other thing -- it may be simple to you but 
NOU GO ime, In your brief there is something about screéiisgs, 
talking about beneficial results. What happens to the 
Screenings of wheat delivered to the line elevators? 

Ae They can be returned under the present set-up. My 
reference was to the fact that most of the line companies 
did not give the farmer the benefit of these screenings 
until after the pools established modern cleaners. 

ae In those days what was done? A. It was shipped 
with the wheat. 

Qe The farmer did not get them back? A. No; 
it was shipped to the terminals. 

Qe And that lowered the grade of wheat? A. YesSe 

4« Now you have a better grade and get the sereenings 
back? A. Yes. 

Q2- On page four you say: ".....these savings would 
not go back to the actual producer to reduce the cost of 


production, but would go to line pockets of the investors in 
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various elevator companies", -- referring to the line 
Peet hey YOR. 

Qe. *.....who in themselves are not contributing 
anything towards the earning of these moneys." Do you say 
that the investors in the line elevators, putting up large 
sums of money and furnishing these facilities, are not en- 
titled to any return on that investment? A. Capital 
investment of stock but not as actual production of that 
grain. In our Association the man who produces the grain 
participates in the earnings to the amount he contributes 
to the Association. 

Q. Somebody has to invest money in an elevator before 
it can be built, whether it be the farmer or these other 
people. A. Banks and governments have done it. 

9. Isn't that money entitled to a return? 

Be eit is, eiso, in the elevator assogiatione, 

Q. Are they not entitled to some return on that money 
invested? De LoS 

Q. And do they not get it in an increased price for 
wheat? A. In part. Any money invested in our local 
association pays money on the investment. 

9. I am talking about moneys left there and on which 
no interest is paid. They really get interest under another 
name e A. They may. 

Oe oreo ib) .t opviously sox Ay 2G Mey be% 
“Qe Is it obvious to you? A. Certainly it is. 

one Ou -00 furnish various types OF Supplies to. ths 
wheat growers of your Association? Ae) URLS Ts carourer 
association distinct from the elevator association. It is 
purely a cooperative association established by the farmers 
in’ the district, which goes by the name of Sperling Co- 
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Q. There are two cooperatives, one dealing in wheat 
and the other in supplies which the farmer requires? 
ue Yese They have different boards of directors, 

Q» Are they both members of the pool? Ae Most 
members of the elevator are members of the other. 

2+ The ones that handle wheat and the ones that 
handle supplies -- are they members of the Pool? 

4. They are distinct associations. 

4- But are they members of the Pool? A. They are 
pools themselves and they form their own cooperative 
associations, At the present time they are members of the 
Co-operative Wholesale but at that time they were not. 

Q. On page five you Say: “All the cooperative 
Organizations of Sperling are tied up with the rest of Canada, 
as mentioned before, throvgh the Manitoba Federation of 
Agriculture, the Canadian Federation of Agriculture," 

Are you tied up i'n any different way from the ordinary line 
companies? Do they not get the same services? 

f&e The Federation of Agriculture is a farmers’ organization 
and they are supposed to get benefit from ite 

Q- Do not the line companies get the same benefit from 
them as the cooperatives do? Ae I have nothing to do 
with the line companies, 

Q- What is your object in putting that phrase in the 
brief? To indicate that you are getting something that the 
line companies were not? fA. No. The object was to 
show that the cooperative is a body with the rest of the co- 
operative federations, 

Q- The Pool prints its own paper? A. The Pool paper 
is the cooperative paper. The elevator association con-= 


tributes to that for its members. 
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Q: What paper do you refer to? A. The Co-operator. 
Q- Who publishes it? A. E ould not Saye 
Q- You do not know whether the accounts in connection 
with the printing are kept separately, or whether it is a 
paying proposition? A. 1 do not know, 


Q- Will you file your memorandum of association and 


by-laws? A. Yes. 


C. P. BURGESS, 

Managing Secretary, 

The Western Canada Fuel 
Association, 


having been duly sworn 
testified as follows: 


BY MR. PARKER: 

Q- On whose behalf do you appear? Ae In making 
this submission I am doing so at the instance of our 
membership. 

Oe SOL Che 1,273 members for whom you speak, how many 
have seen or approved of this brief? A.) OUY (Organization 
is such that we have twenty-one directors representative 
of three branches of industry and they are empowered 
after election at each annual meeting to speak for the 
flere industry, or our membership I should say. 

4- Was this submitted to them? A. It was submitted 
to the directors. 

Qs At a fairly full meeting? A. Yoss 

Q- Will you read your brief? &. It reads: 
"Statement submitted on behalf of Western Canada Fuel 


Association, 316 Nanton Building, Winnipeg. 


ee ce 


"The Western Canada Fuel Association is now in its 


twenty-sixth year of continuous operation, is comprised 


of coal operators, wholesalers and retailers extending from 


the Head of the Lakes to Vancouver Island and consists of 
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1,273 members. The purpose of the Association is to 
further the best interests of consumer and the industry 
alike. 

"1. Our statement applies particularly to the present 
inequalities in taxation as they affect those who are 
subject to Dominion income tax and excess profits tax, 
namelyi- 

Individuals 
Individually owned or 
Partnership or 
Corporate business 
as against those who are not Subject to Dominion income and 
excess profits taxes as exemplified by federal, provincial 
and municipally owned business such as: 
Qe Hydro electric plants 
Distribution systems 
Electric appliance sales 
Railroads 
Banks and real estate loaning agencies 
Construction companies, etc. etc. 
De Mutual fire and casual insurance companies 
Cle Cooperative societies in their various 
fields of ices 

"Ze At the outset we would like to make it clear that 
Weyere wit oritiical-of ‘the estabid shment and development of 
the principles of cooperation. It may well be that there 
is a place in the national economy for government operation 
of business, for cooperative effort and mutual benefit 
assurance but in a heavily taxed business economy we submit 
that they must all stand on their own feet. If the freedoms 

of a presumably free country are to be preserved ALL must 


share equitably in the burden of the carrying of taxation, 
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"3. Over the years, specified sums of money are 
required by Government at set intervals for the purpose 
of preserving and solidifying our freedoms and carrying 
on the business of the country. Individuals, partnerships 
and corporations have the right to continue their various 
enterprises but they cannot survive if they are stripped 
of their sarnings through taxation while their competitors 
aS mentioned previously are exempt from similar imposts, 

"4 We believe that in a democracy equitable taxation 
of all kinds of business enterprise should be the rule, 
both as a matter of equity and in order to maintain con= 
ditions of fair competition in business. 

"Se In this connection we submit for your consideration 
Boer LaotNThatuit is the policy of the Dominion Government to 
maintain fair competition in business and in industry. To 
Bhis e006, (Sy as our understanding that at this very momon* 
a Royal Commission appointed by the.Dominion Government 
under the Combines Investigation Act is conducting an 
inguiry into cartels and other practices tending towards 
monopolies, with a view to preventing them, 

"6. We therefore submit that it is wholly inconsistent 
and illogical for the Government to pursue a tax policy 
of exemption for certain types of enterprise which must 
eventually result in the creation of monopolies and unfair 
competition. 

"7, The tax exempted organizations referred to herein 
are usually organized as incorporated companies. They are 
merchandisers carrying on a trade or business in the same 
way as those who are subject to taxation, They dispose 
of services in exchange for money, they produce for sale 
and they buy to re-sell. If they make profite it ‘is seur 


contention that such profits should be liable to income 
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tax and excess profits tax in exactly the same way and to 
the same extent as other business concerns. 

"8. High rates of income tax and excess profits tax 
make it impossible for the ordinary business to put to 
reserve anything more than the moderate Sums allowed by 
the Minister of National Revenue for the maintenance of 
business at existing levels, while tax-free businesses are 
Strengthening their financial position or expanding, with 
consequent loss in tax revenue .to the Dominion Government. 

roe Lb. is our feeling that there is general agreement 
that high rates of taxation may continue for many years to 
come. If, then, the presently tax exempted organizations 
were to retain their immunity from income and excess profits 
taxes there would be grave danger of the presently tax- 
paying businesses being forced into liquidation, 

"10. Under the present arrangement, theretora, ib is 
elesr that the tax paying businesses cannot continue to 
compete with the non-tax paying concerns, and thus will 
trade monopolies become established. 

Pits - During the war years, and those which lie ahead, 
this has created and will create a most unfair situation 
unless remedial action is taken. All Canadian citizens and 
business concerns enjoy the protection of our armed forces 
and other services rendered by the Dominion Government, All 
should therefore be required to pay their share of the cost 
of such services and sacrifices in Proporvion, Lo. tie earnings 
realized from their operations. 

"12. We submit, therefore, that in all equity, as well 
as to preserve fair competition in trade and in industry, 
equitable taxation of all kinds of business enterprise should 


prevail, that none should enjoy special privileges in this 
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respect thus preserving the best interests of the nation 
as a whole. 
Western Canada Fuel Association, 
Per: Edwin S. Smith, President. 


C. P, Burgess, Managing 
January, 1945, Secretary." 


BY MR. PARKER: 

Qe On page three of the brief, paragraph 7, you say: 
"The tax-exempted organizations referred to herein are 
usually organized ag incorporated companies." That is, 
cooperatives? Ay Yess 

Q- "They are merchandisers carrying on a trade or 
business in the same way as those who are subject to 
taxation.” By that you mean an Ordinary company? A. Yes, 

Q- You say: "They dispose of services in exchange for 
money, they produce for sale ana they buy to resell," 
You have heard it stated more than once that that state- 
ment is not so} first, that they are not carrying on trade 
and business in the same way as those who are subject to 
taxation. You say there is no difference in the way co- 
Operators carry on business, that it is no different from 
private companies? A. The effect is the same, 

Q- You make the statement definitely that they do it in 
the same way? Do you wish to modify that somewhat? 
A. No, I dontt think so, 

Qe That stands? Ay “Yes 

» What do you mean by carrying on business then? 
They certainly dispose of their earnings in a different way? 
Ae Yes. I wags referring to the matter of merchandising, 

Q» The so-called consumer? A, Yess 


Q- Does your statement apply to the so-called 


er io} - = 


gsbande | exigth : a i Pe 


ere 


t HOY a rests we scan ‘ 2 alee ogty Wo sonitd oped ‘a0 ie a 
BEE Roya 'o FB 1 MOT aunoetidato be disci im 
My als Sieger Salk hacen dt ‘st Sen tango SyLeneree 
suet? an Pearieeteyone 
c mo: oos sia hates Yr «@ tA Sh aSsO tem eva Woar® pe 
ebhane ott atw ‘push ‘tet (aw eal en? sl soanthod 
Pure nth: prank bro Be: ped gee Sane ee "40 Leet 
sihetsxs AY ty rs to ahoqELD year" ryas wor of 
bait me yee hot “a eurBony dont” vg tent Me 
ray Pee eion boone” ‘Tk fuse eved a 


sont  SSTed Leen Jou HE tae, 


idw Obey ht 8 ew oatee eld A? esedt ead hae 


a 


et emery YABB HOD  »nokee ting 
Ul 


joth peockifeurd ho yeeae eioseiege 


aes ede lf)" Sielnaanos: siege 


tranotnde sod Sika wOT we 


or 


sf°detw Nay Gf ‘Fran shee 


dn td ol lot 
E, J 7 
Cehnnite Set. - 

“aie 


ety boca uit coat BGg Ab See 


~w Yt 


iat? ot Pg 4 se | gan te: E hi a os 
: ‘ ae » “ "| ak py Gay ae es 
e Pain 


vane Fass suse MOY sed. 


uit 


Ge ere, 2 . rd Bes 


B-1352 


=D. Mr. Burgess 


producers -- the statement you have in your brief? 
A. The difference is that they do it on their so-called 
cooperative basis. It would be modified to that extent. 

- tI am asking whether or not there is a difference. 

We 7h OSs 

Q- There is a difference between the way a company 
carries on and a cooperative, in so far as it is a producer? 
A. Yese 

Q» What is the difference? How would you designate it? 
ae Ls Ghink thet has Deen pretty well established in the 
evidence that has already been given. They refer to earnings 
and we refer to profits. 

Q- It does not make much difference what words are 
used; it is the meat inside that we are concerned aboute 
We want to know how the machine works. A. That is why 
I was not disposed to modify the statement in any Way. 

Qe That statement to which I have called attention 
Stands in respect both to the producer and to the consumer 
orgenization, or only the consumer? A. I would say to 
the consumer particularly, 

| Qe Tewill “not pursue the question. You see my point? 
Ae Yese 

Q- We have been told by many people that there is a 
difference and you say that there is no difference, 

BY MR. SCARTH: 

Qe What do you mean by monopoly? I am putting a 
hypothetical question. Suppose all Canada became cooperative. 
Would that be one huge monopoly? A, I would say go, 

Q. Of Canada? A. Yes, 

Q-. Of all the people? A. If you have a business 
organization which precludes one from entering into 


competition. 
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Q- Suppose the cooperatives went the entire extreme 
and ran the business of the country right across Canada, 
would you padre & monopoly? A. It would be a monopoly 
if there were no competition, 

Q- If all the people of Canada went into such business 
it would be a monopoly? A. If they were not competing 
against each other, 

Qe If they did not compete among themselves: is that 
your point? A. We are at cross purposes. My idea of a 
monopoly is something which makes it impossible for 
someone else to enter the same type of business and under 
the system presently employed. How much longer it will 
last no one knows, the way business is being done. 

Qe Let us reverse the Propositions “Before cher co. 
Operatives started would you say that private enterprise 
was a monopoly? As NO. 

Qe Although it went on all across Canada? 


As Competition took care of that. 


Brief submitted by Certain Independent Dairy and Creamery 


Companies operating in Manitoba, 


MR. PARKER: I understand that this brief is entirely 
argument and that no evidence is intended, 

THE CHAIRMAN: We shall have time for the reading of it 
before we adjourn. | 

MR. A. E. DILTS: Mr. Chairman and gentlemen, the 
brief which I submit on behalf of these dairy and creamery 
companies is as follows. I may Say that there are two names 
to be added to the list, that is, the Miniota Creamery 
and the Belmont Creamery. 


It reads: 
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Nintroductory: 


"This submission is made by the dairy or creamery 
companies operating in the province of Manitoba whose 
names are set out at the close of this submission, 

"In the province of Manitoba at the present time there 
are in all, about seventy-one dairy companies carrying 
On their operations and, of these, twelve are called co- 
operatives. Of these twelve two plants of the People's 
Co-operative because the business which they do with non- 
members exceeds 20 per cent of the value of the produce, 
supplies or equipment marketed or purchased from the members 
or shareholders are not within the exemption provided in 
Section 4 (p) of The Income War Tax Act, hereinafter 
referred to, and pay taxes in the usual way. 

"Of the cooperatives nearly all when they commenced 
business purchased the buildings and equipment of privately 
Owned dairy or creamery companies and two of these 
purchases have been made since the Outbreak of the War in 
Is Mie Of, the cooperatives carries on business at 
five different points in the provinee. While at the present 
time the situation created by reason of the fact that the co- 
Operative dairies are apparently exempt from taxation has not 
become too acute we are of Opinion that, having in mind 
the tremendous expansion of the cooperative movement, we 
will in the immediate future be faced in Manitoba with 
the same situation as is facing the non-cooperative or 
independent dairies in British Columbia, Alberta and 
Saskatchewan, as shown by the briefs filed on their behalf 
before your Commission, which we have perused, 

"The cooperative dairies which come in active 
competition with the independent dairies are, by reason of 


exemption from taxation, placed ina position so much more 
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favourable than we are in, that we believe it will only 
be a question of time before the cooperatives actively 


proceed to acquire many, if not all, of the plants and 


businesses of the non-cooperatives. 


t 


"The Scope of the Inquiry: 

PE Pan 67 25 appointing this Commission it is 
directed to inquire into - 
(a) the present position of cooperatives in the 
Matter of the application thereto of the Income War 
Tax Act and the Excess Profits Tax Aet, 1940, and 
(b) the organization'and business methods and 
Operations of the said cooperatives as well as any 
other matters relevant to the question of the 
application of income and profits tax measures 
thereto, and 
(c) the comparative position in relation to taxation 
under the said Acts of persons engaged in any line of 
business in direct competition with cooperatives. 


"The present application of the Income War Tax Act to 
Cooperatives: 


"The provision of the Income War Tax Act applicable 
to cooperatives is section 4 (p) of that Act which with 
the introductory words reads: 

"The following incomes shall not be ilable to. taxation 

hereunder .... the income of farmers', dairymen's, 

livestockmen's, fruit growers’, poultrymen's, 
fishermen's and other like cooperative companies and 
assoclations, whether with or without share Capital, 
organized and operated on a cooperative basis, which 
organizations - 

(a) market the products of the members or Shareholders 


of such cooperative organizations under an Obligation 
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to pay to them the proceeds from the sales on the 
basis of quantity and quality, less necessary expenses 
and reserves; 
(bo) purchase Supplies and equipment for the use of 
such members under an obligation to turn such supplies 
and equipment over to them at cost, plus necessary 
expenses and reserves, 
Such companies and associations may market the produce 
of, or purchase supplies and equipment for non- 
members of the company or association provided the 
value thereof does not ae twenty per centum of 
CNG value of produce, supplies or equipment marketed 
or purchased for the members or shareholders. 
This exemption shall extend to companies and 
associations owned or controlled ae such cooperative 
companies and associations and organized for the 
purpose of financing their Operations,! 
"This section was first added to the Income War Tax 
Act because of the decision of the Supreme Court of Canada 
in the case of Fraser Valley Milk Producers Association 
ve Minister of National Revenue (1928) eeu. eho cio 29) 
S.C.R. 435. The taxpayer was an incorporated company with 
paid-up share capital. The profits of the concern were 
divided among producer members in proportion to the 
value of the produce supplied by each after paying a dividend 
On the capital stock. It was held that the dividends could 
hot be deducted by the company in arriving at its taxable 
profits. Accordingly subsection (p) was introduced into 
section 4 for the purpose of exempting such a concern 
where the profits (less expenses and reserves) are paid 
back. on a specified basis. It was the intention of the 


draughtsman of the section to exempt true cooperatives but 
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to exclude those which operate for the profit of a class 
although such class may also be contributing producers. 


"The application of the Excess Profits Tax Act 1940 


co. Cooperatives: 


“Section 7 of the Excess Profits Tax Act provides in 


part as follows: 
"The following profits shall not be liable to 
taxation under this Act: 
(a) the profits of taxpayers referred to in 


paragraphs ...(p).... of section 4 of the Income 


War Tax Act eecee ! 


“The Taxation of Manitoba Cooperatives: 

"All of the cooperative dairy associations in Manitoba 
are incorporated under the provisions of the various co- 
operative associations acts in force in Manitoba from time 
to time or under the provisions of Part VI of the Manitoba 
Companies Act 1932 which replaced the previous acts, or 
Part’ Vilvor’ the: Manitoba Companies’ Act’ 1940 Cs 36. 

"There has been a Co-operative Associations Act in 
lanitoba for a great many years and we would draw the 
attention of the Commission to these various statutes, 
and in order to shorten the inquiry would request the 
Commission to consider the provisions of the following 
Statutes to which some reference will be made later on in 
this submission: 

The Co-operative Associations Act R.S.M. 1902 c.36 (A 
consolidation of the previous Act.) 
The Co-operative Associations Act R.S.M. 1913 C.41 (A 
consolidation of the previous Act.) 
The Co-operative Associations Act Statutes of Manitoba 


1916 C+ 25" fA new Act), 
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‘The Co-operative Associations Act 1924 Consolidated 
Amendments C. 41 (A new Act.) 

The Co-operative Associations Act 1925 C. 8& (A new Act) 
Manitoba Companies Act 1932 C. 5, Part VI (replacing the 
previous Co-operative Associations Act.) 

Manitoba Companies Act R.S.M. 1940 C, 36, Part VII 
(replacing Part VI of the Companies Act of 1932), 

"Attention should first be called to the fact that all 
the Acts up to 1925 provide only for share capital, but the 
Act of 1925 provided for either share capital or memberships. 
Since the passing of the 1925 Act ‘the tendency has been for 
cooperatives not to have share capital and to provide only 
for memberships. Some of the cooperatives, however, still 
have share capital and some that had share capital have 
cancelled their shares and substituted memberships. 

"If a cooperative is incorporated with share capital 
it may provide either for ordinary Shares or for preference 
and ordinary shares. There is no limit placed upon the 
amount of share capital or on the value of the shares and 
the only restriction is that no member should hold more 
than one=-twentieth of the total number of ordinary shares. 
There is no restriction on the number of preferred shares 
which a member may hold. Interest not to exceed a maximum 
rate of 7 per cent may be paid in respect of each class of 
Sharese Provision is made by which the promissory notes of 
applicants for shares may be taken in full payment for 
the shares. 

"If the cooperative is incorporated without share 
capital there ig no limit upon the membership fee which may 
he fixed by the directors. 

"It will further be observed by referring to Section 


139 (1) (d) that any patron not a member may, if the by-laws 
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of the cooperative are so drawn, be forced into member- 
ship by crediting the amount to be distributed to a non- 
member patron from year to year until the par value of 
one share of stock or of one membership fee has been 
accumulated, whereupon the patron shall become a member 
and entitled to receive a fully paid-up share or member- 
ship certificate, 

"From this it will be seen that if there was 
danger of doing the business to a greater extent than 20 
per cent with non-members the cooperative could foree the 
non-members into membership and go get over that difficulty 


and evade the Act, 


"apportionment of Surplus of Cooperatives and Creation 


of Reserves: 
Sie GAGS 297 AR ea RCE MALLS ee ue 


"Part VII of the Manitoba Companies Act by section 
139 deals with what is called ‘apportionment of surpluc'. 


The section reads as follows: 


"139. (1) The directors, after paying expenses 
and making proper allowance for depreciation, Shall 
apportion the surplus arising from the yearly business 
of the corporation as follows: 

'(a) By setting aside not less than ten per 
centum of the surplus for a reserve fund and so from 
year to year until the reserve fund igs equal to 
thirty per centum of the paid-up capital or total 
membership fees, as the case may be, or such greater 
amount as the by-laws provide; 

'(b) In the case of a corporation having capital, 
if the by-laws so provide, by paying interest on the 
vald-up capital at such rate not exceeding seven per 


cent per annum as the by-laws provide; and 
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'(c) By dividing the remainder among the 
members in bet demew to the volume of business 
which they have respectively done with the corporation 
during the year; or 

ic) UDP cthesbyeRewe wore ine corporation so 
provide, by dividing the remainder amongst the members 
and patrons to each in the proportion that the total 
volume of such business bears to the volume done by 
him or so that a patron's portion be not less than 
fifty per cent of a memberts portion, and by crediting 
the amount to be distributed to each patron 'to his 
account, and so from year to year until the par value 
of one share of stock or one membership fee, as the 
case may be, has been accumulated, whereupon the patron 
Shall be a member and entitled to Fecerve ax Lully. 


Paid-up share or membership certificate, 


'(2) Such a distribution to a non-member 
credited to his account shall revert to the reserve 
fund, if after four years, or such other period ag 
the by-laws provide, the amount is less than the par 
value of one share of stock or in a corporation without 
stock of one membership fee, 

(iS). If. the by-laws of the corporation so provide, 
any proportion of the surplus may, instead of being 
immediately distributed in cash, be credited to the 
members entitled thereto and retained and used by the 
corporation, and the amounts so retained may bear 
interest at such rate, not exceeding seven per cent 
per annum, as is provided by the by-laws, and shall with 
any accrued interest be paid to the members entitleca 
thereto at such times and under such conditions as the 


by-laws provide.! 
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"The statute under which the Manitoba Co-operative 
Act uses the word 'surplus' is shewn above. The word 
"surplust first appeared in the Act in 1925 and DTUOT bo 
that the Act used the words "apportionment of profits’, 
and we submit that these words were more appropriate and 
that what the AS SeC nee were then making and have always 
been making are 'profits'! in the ordinary acceptation of 

he term and that profits as such should be taxed. 

"The cooperatives appear not even to like the word 
"surplust, Some of them are now using such terms as 
‘refunds of excess chargest. This seems to us to be another 
attempt to get away from the idea of PEOT LoS 

"We now desire to draw attention to the question of 


"reserve funds! and treserves'. Section 139 (1) (a) make 


|! 


it compulsory for the Association in each year to set aside 
not less than ten per centum of the Surplus for a reserve 
fund until the reserve fund is equal to 30 per cent of the 
paid-up capital or total membership fees, as the case may 
be. This, however, is only @ minimum and the by-laws of the 
cooperative may provide for such greater amount as the 
Association may determine. 

"An examination of Part VII indicates Clearly that this 
reserve fund is at no time apportionable to the shareholders 
Or Members and it would seem that they would not become 
entitled to any part of it until the cooperative is dig- 
solved. This leaves a substantial amount of money in this 
fund which mey. be built up to any extent possible out of 
the earnings or operations of the cooperative and in this 
way everything made by the cooperative could be put into 
the reserve fund and that fund could be invested or used in 


any way in the discretion of the directors, 


é 


and there seems 


to be no provision for payment of interest on it at any time. 
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"But there is another reserve provided for by the 
section. After the reserve fund is set up and interest 
on the paid-up capital at 7 per cent, Lf canny, is set up, 
provision is made for dividing the remainder among the 
members or among the members and patrons accorling to the 
provisions of subsections (c) and (d) of section 139 il) 
But if the by-laws of the cooperative so provide any 
proportion of the surplus may, instead of being imme diately 
distributed in cash, be credited to the members entitled 
thereto and retained and ugea by the cooperative. There is 
no limit on the amount which ean be set aside in this way 
and the amounts so set aside need not be paid to the members 
except at such times and under such conditions as the by- 
laws may provide. This means that the directors may 
accumulate this special reserve and retain and use it in any 
manner they see fit. It will be observed that subsection 
3 provides that the amounts so retained may bear interest 
at such rate not exceeding 7 per cent per anhimesacins 
provided in the by-laws, but the effect of the section is 
that even the interest, if any is to be Paldys dsl motipeayanle 
except on the same terms and conditions as the balance of 
the reserve, 

"It is, we think, a fair statement, looking at the 
introductory words of section 129, that the business of the 
cooperatives is intended to be operated on a yearly basis 
and if this were true cooperatives handling only the produce 
of their members and at the end of the year returning to 
them the surplus or profits after provision fie the reserve 
fund created under 139 (1) (a) and interest payable under 
139 (1) (b) the reserve fund could be kept within some 


reasonable limits. 
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"When, however, all of the surplus may be put to 
reserves to be used for the purposes of the corporation 
it will be seen at once that large amounts can be built up 
which would be available for the purchase of buildings and 
equipment of non-cooperative dairy and creamery companies. 

"At this stage we should like to refer to section 13 (1) 

of the Income War Tax Act which provides: 

"13. In the case of any corporation which hag 
undivided or undistributea profits, if the Minister is 
of opinion that the accumulation of such profits 
iS in excess of what is Teasonably required for the 
Purposes of “the business, he may notify the corporation 
by registered letter of the amount of such accumulation 
which he considers excessive, and if such amount is 
not distributed during the fiscal period of the 
corporation in which notice ig given, the shareholders 
Shall be deemed to have received such amount of profits 
as a dividend on the last day of the said fiscal period 
and shall be taxable accordingly.? 

“This is important as it indicates the way in which 
non-cooperative associations are treated. The ordinary 
company not only has to pay its taxes and its excess profits 
tax but it must, under section 15, distribute ites remaining 
profits, if any, under the direction of the Minister and these 
are taxable in the hands of the recipients. The manner Be) 
which these reserve funds May Dé used requires no elaboration 
because they can be used for the purposes of making profits 
in any way in which the directors think they can be made. 

"We might mention also that it is far from clear as to 
who would be the beneficiaries of the capital amounts going 
to set up these ‘reserve funds! in the event of distribution 


or the dissolution of the cooperative. Over a period of 
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years the membership in the cooperatives is bound to 


fluctuate, and by reason of death or withdrawal or re- 


tirement or departure from the country it is, we think, 


obvious that in the final analysis on distribution the 


moneys would not go to the persons who have contributed 
them and that a great many members would benefit from 
profits which, on the cooperative basis, they would never 
be entitled to have. 

"There is no way in which we can get access to the 


financial records of the cooperative dairy and creamery 


companies. Thése records, however, are available to your 


Commission and we request that the cooperatives competing 
with us be required to place all of their financial state-. 
ments from the time of their incorporation down to the 
present time before your Commission so that you may see 
exactly what the position is. 


"The 


Nature and Powers of Cooperatives: 


"Part VII of the Manitoba Companies Act contains 
Section 125 which is apparently intended to define what 
a cooperative is. It reads as follows: 

"125. A corporation hereafter incorporated shall 
be deemed to be operated on a cooperative basis, if 
provision igs made in its letters patent or by-laws, 

'(a) that no member have more than one vote; 

'(b) that no member, other than a corporation 
member, vote by proxy; and 

'(c) that the surplus funds arising from the 
business of the corporation be distributed wholly 
or in part among the members or amongst members and 
patrons, in proportion to the volume of business which 


they have done with or through the corporation,'! 
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"In the earlier Acts to which reference is made 
various attempts were made to define what cooperatives 
might do but these attempts have been abandoned. 

"Section 138 deals with the powers of cooperatives to 
enter into contracts and the wording of that section 
is referred to. 

"By section 124 of Part VII, Part II of the Companies 
Act is made applicable and Part II by section 25 appears 
to give these cooperatives all the incidental and ancillary 
powers set out in form D to the Manitoba Companies Acts, 

At one time the cooperative Associations Act provided for 
Giecr OUuyLon of profits to employees but those sections 

have been dropped from the Act and have not appeared since 
Ene paccine of the Act of 1925. We refer, for example, to 
section 25 of the Act of 1924 Consolidated Amendments Chapter 
Al. | 

"The Act of 1925 contained a section which is no longer 
in the Act, section 6, and we draw your attention to the 
provisions of subsection 3 (a) of section 6 which reads: 

'3. (a) In the case of marketing associations, 
to undertake and carry on all kinds of ue meaeee 
or operations connected with the marketing, selling, 
preserving, harvesting, drying, processing, manufacturing, 
canning, packing, grading, storing, handling, or 
utilization of any agricultural product, produced or 
delivered to it by its members, or patrons,) or uke 
manufacturing or marketing of the by-products thereof; ' 
"The absence of such provisions from the present Acts 
indicate that these powers are no longer possessed by co- 
Operatives and this has special significance when read in 


conjunction with subsection (a) of section 4 (p) of the 
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Income War Tax Act already quoted above. 

“Whatever the powers of the cooperatives may be under 
this incorporating Act for taxation purposes the test is 
whether or not the dairy and creamery cooperatives restrict 
themselves to the provisions of section 4 (p) (a), in 
other words whether they confine themselves to marketing 
the products of their members or shareholders under an 
obligation to pay to them the proceeds from the sales on the 
basis of quantity and quality less necessary expenses and 
reServeSe 

"Any further operations, we submit, take these cooperat- 
ives out of the protection given by 4 (p) (a). 

"We are not aware as to whether or not the shareholders 
and members of the dairy cooperatives are required to 
enter into any contract such as is provided for by section 
127 (e) but we do submit that these cooperatives are 
not under an obligation to pay to their members or share- 
Holiers the proceeds from the sales ag ismrequrred yy 
section 4 (p) (a)... The very fact that the cooperatives may 
take all the proceeds of the sales to set up the reserve fund 
and the reserves hereinbefore referred to shows clearly 
that there is no such obligation. 

"Furthermore, we submit that the reserves which are 
being set up are not ‘necessary! reserves for the purpose 
of such a cooperative within the meaning of 4 (p) eo 

"Tn effect it is our submission that the dairy cooperat- 
ives are liable to tax in the same way that any other 
corporation is. 


"The comparative position of the dairy cooperatives in 
relation to taxation with their non-cooperative competitors: 


"On the assumption that they are exempt under section 


4 (p) (a) the dairy cooperatives have not been paying tax 
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either under the Income War Tax Act or under the Excess 
rYroiaee Tox Act; 

"Therefore, a number of matters of vital importance 
to their competitors have not yet ais an with reference to 
the cooperatives. We propose to deal with several of these 
matters under the appropriate heads. 

"Reserves: 

"We have already referred to the reserve fund and the 
other reserves which may be set up and pointed out that 
this gives the cooperative funds with which to purchase 
independently owned non-cooperative dairy companies, which 
by reason of taxation and other elements, which we have 
already mentioned and which we will discuss, may not be 
in a position to carry on either now or after the terminat- 
ion of the War. Besides using the reserves for this purpose 
they may be and are almost certainly being used for other 
Purposes, as for example: 

1. Creating new services below cost. 
ee Raising prices to the producer above the 
competitive price. 
on OL? 25 Suits: their purpose, and they might well 
do so, reducing prices to the consumer, 
4. Paying patronage dividends out of reserves when 
it is considered necessary. 

"If one of our companies attempted at the end of any 
year of operations to make payments equivalent to patronage 
Gividends to its customers the Department would undoubtedly 
disallow such payments as proper expenses of the business. 

"At the close of the War it will be necessary substantially 
to rebuilt or repair present facilities and replace or restore 
equipment. The reserves of the cooperatives may be used 


for such purposes but our companies who have paid out their 
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earning in taxes and who are not allowed to set up re- 
serves for such purposes will not be in a position to do 
this work and will, therefore, be prejudiced materially 
On a competitive basis. 

"When we make repairs other than ordinary running 
repairs of a minor nature or when we purchase new equip- 
ment the Income Tax Department requires us to capitalize 
the amount paid for such repairs and equipment and does 
not permit the cost thereof to be treated as an expense 
of the business. When cooperatives make any repairs or 
buy any new equipment they may treat the amount paid as an 
expense because their income is said not to be taxable 
or a capital expenditure as they so desire. We can give 
one example which has come to our notice of how this has 
operated in one of the other provinces. It became necessary 
for one of the independent dairies to change over from oi? 
burning to coal-burning apparatus for the purpose of heating 
its boilers. This change was effected at a cost of 
approximately $14,000. This company was compelled to 
capitalize this amount with the result that it paid an 
additional “314,000 to the Government in excess profits tax. 
In the same province a cooperative making a similar change 
expended about $10,000 and treated this amount paid as an 


expense but paid nothing in taxation. 


"Advertising: 

"We are entitled to do legitimate advertising and to 
pay for it as an expense of doing business but we must keep 
within the limits set by the Taxation Department at the 
risk of having any excess disallowed and these limits are 
very narrow. Paying no tares the cooperative can spend 


elther out of revenue or capital and in any event without 
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limit according to their Means for all kinds of advertising 
and particularly for any method which would attract members, 
or patrons whom they could compel to become members, and in 
this way again affect our competitive position. 

“The Government's Measures against Inflation} 

"Taxation is being usea by the Government as a means 
of preventing inflation. go long as no tax is imposed on 
cooperatives, for the reasons already indicated, there is a 
serious weakness in the Government's plant. 

"Monopoly: 

"If the present Situation as to taxation on cooperatives 
continues indefinitely the inevitable result will be that a 
great majority of business enterprises in Canada will be 
compelled to become cooperatives to SurVvivess Phis.7s the 
Only alternative to this business discontinuing and selling 
oute Not only will the Government then be forced to obtain 
its revenues by taxation on all cooperatives but it will 
also be faced with the problem of dealing with what have be- 
come giant monopolies. 


"Dissatisfaction and Resentment on the part of 


non~cooperatives: 


"The statement has frequently been made that cooperation 
is the new way of life, that it is for the good of the whole 
community and that it should be nation-wide. 

"In the first place let us point out that the majority 
of people in Canada are not cooperatively minded. For over 
twenty-one years we have had in Western Canada the three 
great cooperative wheat pools and this Commission can ascer- 
tain that the membership in those pools has never reached 
00 per cent of grain-growing farmers in Canada. We think 
that an investigation would show that more than half of the 


producers of primary products in Canada and certainly more 
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than half of the consumers are not in favour of cooperation. 
"We agree that those who favour cooperation should 

be permitted to exercise it and to get what proper advantages 
they can from it but if the test is the good of the whole 
community those who do not believe in cooperation should be 
put on the same basis and should not be compelled, as they 
now are by the present system of taxation, to subsidize the 
cooperatives with whom they come in daily competition. 
“The Briefs hitherto submitted to this Comnission: 

"We have perused most of the briefs already submitted 
to this Commission by the independent dairy and creamery 
companies doing business in other provinces and concur 
substantially in the views there presented subject to the 
further develonment of them in this brie? anda to the rurther 
views which we put forward as to what Should be done. 
PCouclLusions 

"The general legal position as set out in the various 
decided cases and in the writers of textbooks have already 
been fully put before this Commission, and we shall briefly 
sum up our submission. 

"le We submit that as cooperatives and non-cooperatives 
are corporate bodies meeting in competition in the same field 
they should all be on the same basis so far as taxation 
is concerned. 

"2. If, as we believe, the dairy cooperatives are 
taxable, notwithstanding the provisions of section 4 (p) (a), 
we urge that the Government should take immediate Steps to 
assess them and to collect the taxation. 

"Se If, however, section 4 (p) (a) does exempt these 
cooperatives from taxation we submit that the section should 


be repealed. 
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"Your Commission has before you the reports of the 
various committees ana Royal Commissions who have con- 
Sidered this matter in England (and we do not propose to 
lengthen this submission by quoting from these, but we 
refer to them) and as a result of the last one The English 
Finance Act of LOO). fo andy ed George V Chapter 19 provided 
by section 31 ag follows: 

‘In the application tO any company or society 

of any provision or rule relating to profits or gains 

chargeable under Case 1 of Schedule D (which relates to 

trades) or under Rule 4 of the Rules applicable to 

Case III of Schedule D (which relates to the profits 

of certain cattle dealers and milk dealers) any reference 

to profits or gains shall be deemed to include a 

reference to a profit or Surplus arising from tran- 

Sactions of.the company or society with its members 

which would be included in profits or gains for the 

purposes of that provision or rule if ‘these transactions 
were transactions with non-members, and the profit or 

Surplus aforesaid shall be determined for the purposes 

of that provision or rule on the same principles 

as those on which profits or gains arising from tran- 

Sactions with non-members would be so determined,! 

"While this made 4 very necessary change in the 
Situation in England we submit that it did not go far 
enough and that cooperatives and nomcooperatives shoulda 
be put on an equal footing in all respects, 

"All of which ig respectfully submitted, 

Manitoba Creameries supporting bri ef_on cooperative taxation. 
Brandon Creamery & Supply Co. Lta, Brandon 


Carman Creamery Carman 
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Central Crceameries 

Central Dairies Limited 

Chatfield Creamery 

City Dairy Limited 

Crescent Creamery Company Limited 
Crescent Creamery Company Limited 
Crescent Creamery Company Limited 
Crescent Creamery Company Limited 
Blkhorn Creamery 

liriksdale Creamery 

Fisher Branch Creamery 

Fraserwood Creamery 

Gilbert Plains Creamery 

Inwood Creamery 

Killarney Creamery 

Maple Leaf Creamery 

Modern Dairies Limited 

lioasehorn Creamery 

Morden Creamery 

Neepawa Creamery & Produce Company 
Notre Dame Creamery 

Perfection Creameries Limited 
Portage Creamery 

Somerset Creamery 

Souris Creamery Association Limited 
Standard Dairies Limited 

Sterling Creamery Company Limited 
St. Boniface Creamery Linited 

St. Claude Creamery 

St. Rose Creamery 

Teulon Creamery 


Tolstoi Creamery 


Nie? DIL TS 


Brandon 
Winnipeg 
Chatfield 
Winnipeg 
Portage la 
Pravin 
Steinbach 
Swan River 
Winnipeg 
Elkhorn 
Eriksdale 
Fisher Branch 
Fraserwood 
Gilbert Plains 
Inwood 
Killarney 
Tundar 

St. Boniface 
Moosehorn 
Morden 
Neepawa 

Notre Dame de 


Lourdes 
Winnipeg 


Portage la Prairie 


Somerset 
Souris 
Winnipeg 
Brandon 

St. Boniface 
St. Claude 

St. Rose du Lae 
Teulon 


Tolstoi 
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Virden Creamery 

Winnipegosis Creamery 

Beause jour Creamery Co. Limited 
Gladstone Creamery 

Palm Dairies Limited 

Russell Creamery 

Roblin Creamery 

Shoal Lake Creamery 


St. Lazare Creamery 


THE CHATRMAN: 


Mr. DL1Lts 


Virden 
Winnipegosis 
Beause jour 
Gladstone 
Winnipeg 
Russell 
Roblin 

Shoal Lake 


St. Lazare." 


The brief being matter of argument, 


no exaMination is necessary. We thank YOu, Mrs (Da Gee 


Mk. SCARTH: I presume we ghall have the privilege 


of replying with a similar brief later on if we so decide, 


THE CHATRMAN: Oh yes. 


The Coumission thereupon ad jOUrHed tO. meet: cn 


Thursday, February S jet OS aris 
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Winnipeg, 
~2149— Thursday, 
February 8, 1945, 


The Commission met at 10.00 a. m., Mr. Justice McDougall 


presiding, 


MR. PARKER: Yesterday the Pool Insurance and Canadian 
Pool Agencies! briefs were stood aside pending a conference, 
I have conferred with our auditor and he assures me that 
there is nothing in the brief at the moment that seems to 
require further cross-examination by me, but it is understood 
that some interests Might like to ask questions and I 
suggest that we finish with that now. 


Examination of Robert M. Danser continued: 
or ts Danser continued: 


BY MR. FILLMORE: 

2» How long have you been in the insurance business, 
Mr. Danser? A. Twenty-six yearsSe 

Q. And you were in the business before you started 
with the Pool agencies? As “Yeas 

Q&- And you had several years in the insurance business 
before that? A. Before what? 

2- Before you started with the POOL? As’ Yess 

Q- In what year dia you Start with the Pool Agencies? 
A. 1929, 

Qe Subsequently to 1929 the stock in Canadian Pool 
Agencies was transferred from the Canadian Co-operative to 
the pools in the respective provinces? A. Yes, 

a¢ in what proportion -- practically split three 
ways? A. Yess 

Q- Is the stock still held in the Same proportions? 
Ap. Yess 

Q- Hach having practically a one-third holding in the 
companye Do you know what consideration was paid by the 
respective pools to the Canadian Co-operatives for these 


shares? Ae No. I have no record of ity 
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Qe You do not know whether any consideration passed 


or not? Ae Now It was before I wae Managere 


Q» This Company is an ordinary joint stock company 
incorporated under the Dominion Companies Act? A. Yes. 
2. And you have powers to carry On an insurance 
business and to act as insurance agents? fe) Yoss 
THE CHATRMAN: Which one are you Speaking of? 
MR. FILLMORE: Canadian Pool Agencies Limited. 
BY MR. FILLMORE: 
Qe Who are the directors of Canadian Pool agencies 
Limited? As The President\is Mrs Je He Wesson, the Vice- 
President Mr. W. J. Parker, and Mr. Plummer is on the 
executive. There are six other directors. 
a They are all members of the respective pools? 
fie YCSe 
| Qe Has the Pool Insurance Company the same officers 
and directors? A. The Pool Insurance Company, yes. 


Q- and you are manager of each company? f, YeSe 


ine 


Q- I suppose you do not know in what proportions the 
| respective pools contributed when the Company was formed 
| in the first place, when the charter was taken out? 

| we No, unless it was in equal proportions. 

| Qe In what business is the Pool Insurance Company, 

| Pool Agencies Limited, engaged? ise They are insurance 
| agentSe 

| Q- You make your moneys through being paid premiums 
by companies with whom policies are taken out? Take the 
period prior to 1940 before the incorporation of the Pool 
agencies Company; with what companies dia you place 
insurance? I do not mean the names, but was it with 


companies, ordinary insurance companies? A. Quite a number, 
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MR. MILLIKEN: Make clear which company you are 


talkingabout. I am not sure whether you are talking about 


the Pool Agencies, 
MR. FILLMORE: I am talking about the agencies. 
MR. MILLIKEN: Your questions will be about the Pool 
agencies until you say otherwise? 
MR. FILLMORE: Yes, until I advise you. 
BY MR. FILLMORE: 
Qe Prior to 1940 you controlled a certain line of 


insurance, did you not? f.. The wheat pools placed all the 


business with us, 

Q- You controlled that line and then you had requests 
from certain individuals t coe Anecee policies for them? 
et OS. 

je So when you placed insurance you got commission 
from the company which issued the policy? i. We paid the 


premium less commission. 


% In effect, you were allowed the usual agent's 
comission? Your Company, I take it, or you personally were 
licensed under the Manitoba Insurance Act as insurance 
agents? te »LES 

Qe You have always held a certificate under the Act? 
te Ss 

Q- I believe you are members of the Winnipeg Insurance 
gents association? A. YeSe 

Q I do not suppose you helped to prepare their brief 
for this submission? A, No. 

Q- The income or earnings, or whatever you like to call 
it, of your Pool Agencies Limited is derived from premiums 
which you get from companies with whom insurance was placed? 


eh Yes e 


i 


% Your operations, I believe, have been fairly 
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successful in the past two years? Ae I think the 
directors are quite satisfied, 

Q- You had a balance left after deducting your ex- 
penses from the commission earnings. Is’ that right? 

44. We have some provisions for certain things, 

Ye Pardon me; I did not hear that. ae We have some 
provisions for unearned commissions. 

Q. At the end of each year you have always had a 
balance left when you deducted your expenses from your 
commission earnings? ine Yes; we had a saving. 

Q- You helped to prepare the directors! report cach 
VCore? item Yess 


se I suppose you have seen the 1943-44 directors! 


report to the shareholders? A. Yes, 
Y« Have you a copy with you? Pope) Noy 


Ye Do you remember whether the PePOrt) 2s in paerh to 
this effect: “We submit herewith for your aoproval our 
Sixteenth annual report and financial Statements covering 
the fiscal year ended July Sl, 1944, and you will notice 
that once again a favourable Surplus has been produced, 
That surplus for the year amounts to 3103,020.80 as 
compared with $102,297.91 since last year." Is that 


2Orrect? ie Yoo, (i ibeiieve iodiic, 


Qe Your agency has handled twelve types of insurance? 
Aie Y¥OSe 

Q. «and some of these types would be policies issued to 
individuals only, such as sickness insurance for example? 
mG 9 YOes 

THE CHAIRMAN: What was that question? 

MR. FILLMORE: I said, my Lord, that some of these 
types of insurance would be for policies issued to individuals 


only, such as sickness; and the greater part of your income 
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would be derived from Ture insurance, fidelity bonds, 
lake marine insurance? 

THE WITNESS: You have it in the right order. 

BY MR. FILLMORE: 

Qe Naturally; I am reading from your bis 18} eval ri Weasel 
read it correctly; and other kinds of policies which you 
obtain are liability, automobile, robbery, burglary, 
floater, windstorms, steam boiler, riot and civil commotion 
and war risks? A. That’ is right. 

Q» Was your company ever in the loaning business? Dia 
you ever loan money to people? A. We loaned some of 
Our patrons! savings to the subsidiary. 

4- Were you in the automobile finance business? 
A. We financed some cars, 
Qe You have investments in Dominion Government bonds? 
A. 10S, 

2+ Referring to Dominion Government bonds, I note 
that the directors! report states, with reference to the 
amount of $80,000: "While there has been some fluctuation 
in the value of these bonds, it is our belief that they 
offer the best medium of obtaining an carning without undue 
risk of loss.* You are not worried about Dominion Government 
bonds, are you? I just do not understand the expression, 
Wan ree without undue risk of loss." You do not doubt 
the stability of Dominion Government bonds? A. No; 
ve might have some other type of investment. 

2- You are just contrasting that with sole other type 
of investment? A. Yes. 

4- Then you refer to the item of patrons! equity. The 
item of $103,020.80 represents Surplus earnings for the year 
ended July 31, 1944. Why do you Say surplus earnings 


instead of net earnings? A, lt is just our method of 
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setting out the statement. 

2- You do not see any difference between surplus 
earnings and net earnings? A. It is what is left over 
after paying expenses, 

Qs For the year ended July Sl, 1944, after deducting 
your expenses from the earnings, the Company had left 
~103,000? A, I believe that is correct. } 

Q- And that represented your net earnings Tor that 
fipoal yoer, did it not? A. What we call savings. 

Qe You say it is what you call savings, Do you think 
that the name makes any difference? Does it make any 
difference whether you call it Savings or surplus or income? 
Does that change the character of the transaction? 

A. It depends on the purpose of the organization. 

%e You have an ordinary joint stock company, haven't 
you? Ay YOs. 

j. And the shares are held in equal proportions by 
three different parties? A. Yes, 

Qe You understand that when an ordinary company has a 
surplus and wants to pay dividends it must distribute the 
dividends equally among the shareholders? Ay That is 


the usual joint stock company. 


Ye and this is an ordinary joint stock company, is it 
| not: Ae We have a by-law. 
| Qe You have a by-law, and you say that by reason of 
your having passed a by-law you are able to change the whole 
Situation and thereby convert a taxable earning into 
what you call a tax-exempt surplus or saving? ie We had 
legal advice. 

Q. Has your Company got any thing On record, any writing, 


providing, for the distribution of this surplus among the 


patrons, except the company's own by-law? Aa UNG lee 
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not think so. 

a By the way, the policies which you obtained were 
policies on standard form. Were all the fire insurance 
policies up to 1940 on the Standard forms? A. Yes. 

e After 1940 the Pool Insurance Company was formed? 
abt Oy 

2¢ The last Act is Chapter 50 of the 1940 Statutes of 
Canada. It is a matter of record. After that company 
commenced Operations, that ils, the Pool Insurance Company, 
did you start placing insurance with that company? 

Ae The business went through Canadian Pool Agencies to the 
company's 

4» Y ou gave the Pool Insurance Company all the business 
POU COU a. take it? Ae, That is rion. 

Qe And they allowed you a commission the same as the 
other companies did? Ae Mes, 7 

Q- Did they issue policies on the Same standard forms 
on which you obtained policies from the other companies? 

A. Yos, 

Qe I notice in your 1943-44 directors' report you have 
a heading, “Profit and Loss Account". Dig you have a, profit 
and loss account? A. The word creeps in once in a while. 

2¢« I beg your pardon? A. I say the word profit 
creeps in once in a while, 

2. I take it it is purely by inadvertence that you use 
the word profit in the report. It should have been "Savings 
and Loss Account", should it not? That would bring it more 
into line with your ideas? A. That is right. 

e Perhaps next year you will amend that and fet: wd Mls By 
Savings and Loss Account? A. Thanks for bringing it to mv 
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Q+ However, what the directors have referred to as 
Prorit and loss account is by your auditors called a state- 
ment of income and expenditure? Ao Yes 

Ye And that shows income from commissions, interest on 
exchange, interest on investments and miscellaneous? 

A. Yese 

Q And after deducting all your expenses for the year 
you had a4 balance left of over'$103,0007'/ “Ay That is 
rights 

ae LOU area the Manager of the Pool Insurance Company? 
A. YeSe 

Q» Have they offices in the same Dulas te? 

Ae The same. 

Q% Have you a revolving door between the two offices? 
A. No. We don't need a revolving door. 

Q- Does the Manager of the Pool Agencies Limited sit 
in the same chair as the Manager of the Pool Insurance 
Company? Ae Yes; it is quite a substantial Chain. 

THE CHATRMAN: Is it a revolving chair? 

THE WITNESS: It is generally called a swivel chair, 

BY MR. FILLMORE: 

%¢ That is another point. When the Manager of the Pool 
Insurance Company wants to make a bargain with the Manager 
of Pool Agencies, he does not have far to Bot Ae) Phe 
is true. 

2% The Pool Insurance Company has an authorized capital 
of $500,000? A. Yess 

Q- And $250,000 paia up? A. No, subscribed. 

Q.« How much paid up? A. $185,000. 

Qe Have you got the necessary deposits with the Dominion 


Government? Ae ae, 
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Q« Do you remember what they amountsto? A.. Fifty- 
five thousand. 

Qs The stock in the Pool Insurance Company was 
Originally held equally by the three western pools, was 
Lo DOG? Ae Yes. fairly equally but for the odd share. 

Q. And I take it that each paid in an equal amount 
for their shares? A. The same price per share, 

Qe You say there has been a re-arrangement; the shares 
have been rearranged between the three. I have forgotten 
the amount of present holdings as between the three. Is it 
in your brief? A sNO, 

Qe Do you know how the shares are held at the present 
time? A, On a percentage basis, 

e But how many shares are held? I think you gave 
that the other day, but I have forgotten the amount. 

A. The value or, the number of shares? 
2+ The number of shares held by each pool. 
A. Manitoba Pool 500, Saskatchewan Pool 1,250, Alberta 
Poo. 7oD, 
Qe I don't suppose you know what was paid by the 
| Saskatchewan and the Manitoba for the transfer of shares? 
A. No, but I think it would be the same values. 
Qe You would assume they would pay at least what the 
shares cost? AL) Yes 
Qe Coming back to the Pool Agencies, at the shareholders! 
meeting do you vote on the principle of one share One vote, 
that is, the shareholders! voting power? A. No.,: it is 
a private joint stock company. 
Qe The shareholders vote, then, in proportion to the 
number of shares held by each? A. I believe that ig 


rach, 


se 


eae 


rd 


} sie VP 4 y 5 * 
; 4 a 
‘ ~ : i , ,: ‘ ‘ | 
ew - : 
; ; wn AE Roos j Sai~ 
i : ae eas nlc SN $4 fo 
* . ' ; Se PTI Oe : ee 
a : q - ’ ' 
* ce A 7 Pe = ‘ ; rr ” Py { 
wh. Say ooo ia ears tuenat ter O08) sf 
i“ ‘ _ = “ af Pn eit * 
F ; ee ee ee i 
; hasavont) ey iy 
‘ 7 ta co salad * ta ) 7 : 
‘ te 4 - ee erhs ae = pt ab e ‘ “~ a 
LAAT Sane LOGS Os 6s soose on? ae 
er sit ars Say + Be ete <~ 8 ree 4 
. oe ny ri iy on rm / , ss a a, 
ou, atecoew suid ods yd Yilevps tlet Vis anieere 
= A : “i ae PAE My SIMA foe 
: ae ; Hey i Le ele clan ee ee. Pg, P bk 
Oo aly upelo dw -ehiavee  elerlet «867. ah: tege ee 
: ] ‘ She Mr pa edd Peak : ‘ 
™ a 
: in ah 4 ae op ol ob. —, & - ‘ + 
Hak a De eee) ae Se. ia @ £ O27) Bi a DItéA wk 
: } = ot a j 
; ; : : ere ou) sn nie ee * br beak 4 
” 7% 7 Meee Oa oa.., TBBTEOS + CLSRY ZO 
i tf Toe Lea. Ge OAT Tee L067 wy 
: 4 - 
is ha ne Oe. be AS 5 Lines a ro 4 ty 7 OG 
aun i 1 Rar 
; 18 GAA LOIS. oneaets. TO PRIOR etc 
igre r 
» & , . . £ 
) fl Lag - iad Gs) i ay Lit + ti i" 
“ E 
5 4 
4 t . : \ 
: 4 i vt ' ; # S 
‘ at * — as 
VE ij wi {ft Toi.g Oo oss! 
: 
s y ryri a 
: ; ats : 5 i a1 ik ese 
a 
“_ 
2, i f « ‘ *, 
- « « } 3 \ : LILe $ (° 
b * ' = 
i. | 
P ‘ be ae 3 
‘ { i y ‘ 7 
: = 
: EB fj wwe 
. i % '* eo ~~ 
{ *, bee ¢ 
* a 
ie y cer yt f 
Y ‘ ‘ e *, aa 4% 
s : fe “to “, ah a 
. Bes . +4 geide tate 
uF, 
v 4 - » 
. . ones fc 3 
2 e ~ 
; } ; FeV ETA 
- t 
‘ ; ay a 
= . ‘ hal ¢ eee : t 
- i " ‘ z by Lt hid 2 - ; Pa oy 
ot ae & Cos i ‘ + oda 
win oi iaerst n 
. « ‘ 


B-163 


~2158= Mr, Danser 


Ye Is that the case with the Pool Insurance Company? 
Aue .NOw 

4¢ They do not have one share one vote in the Pool 
Insurance Company? A. No; one member one vote. 

Ye Where did you get your members in the Pool 
Insurance Company? You have shareholders? A. Shareholder- 
memberSe 

4+ Your Statute provides for shareholders. You cannot 
take in members; you can only have shareholder-members, 
you Saye I am asking you if you know what right you have 
to call a shareholder a member, A. We call them shareholder- 
memberse 
Qe For what line of insurance does the Pool Insurance 
Company hold a Dominion licence? A. We have power to 
write all classes except life. 

Qe You have power to write a great many different 
lines, but for what lines do you hold a Dominion licence? 
fie Fire insurance. 

Qe Fire insurance only; and I take it that you place 
fire insurance mainly with the Pool Insurance Company. 

Pare Ou ou OL. 16. 

is Fort OF 1G chen, A. Yes. 

Ye Does the Pool Insurance Company reinsure? 
Ae YCSe 

Ye Is this correct, reading from the directors! report: 
"In the past, the policy of the Company has been to ree 
insure 90 per cent of the liability on country elevators! 
Srain and office furniture. However, in view of the very 
good loss experience, the portion reinsured was reduced to 
85 per cent as of August 1, 1943." Is that correct? 


Ae Y@S% 


Ye In the fiscal year ended December 31, 943, you had 


Fors 
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a favourable loss experience? A. What year? 

te The year ended December 31, 1943; the report I 
have says you had a favourable loss experience, 
he LOSS, 

2e And you had a surplus of $234,800 as compared with 
$149,356 the previous year? A. That is correct algo, 

Q» SO that the Pool Insurance Company reinsures its 
fire business to the extent Of 85 per cent? fee NOt! B19 
Of it; we have some lines that we do not reinsure,. 

Qe You have some lines that you do not reinsure but 
the Pool Insurance Company does not issue any policies ex- 
Cope Tire policiés? ae 16S, Chau oso. 

je And they are on the usual standard form, the same 
as you get from other companies? A. Well, we mention 
that the holder participates in the dividend, 

% Have you one of the policies? A. No. 

2¥« Have you the wording of that clause in the policy? 
Have you got that wording here? Aa, “VSS 

Qe Would you mind letting me have it? It reads: 
"ihe holder of this policy Is entitised ts. participate in 
Such savings of the company as the posta of Directors may 
determine to distribute." You say that is on each fire 
policy? A. We type it on. 

X4¢ <ASide from the policies which your Company issues 
With that wording, did you ever see a participating policy 
on fire insurance? 4H. I do not recollect. 

Qe You have been in the fire insurance business for 
twenty odd years. Did yOu ever in your entire experience gee 


what is referred to in the insurance business as a participat- 


ing policy? A. Yes, I have, but I cannot remember the 


details. 
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je Can you name a company? Is there any company 
now doing business which issues participating policies? 
ft am referring to the joint stock, not the mutual, of 
COUrSe. Ae A joint stock company? 

Q Yes. Is there any ordinary insurance company 
issuing what is known as a participating policy? Ase No. 

2¢ Do you know of any? A. A reciprocal? 

the NO dale cam pointing out to you that there are very 
few if any fire insurance policies issued which are known 
as participating policies. Igsntt that correct? A. Yes. 

2e Do you know what a participating policy is? Will 
you give me a definition? A. The holder participates in 
the savings, the Surpilus., | 

> Surplus of what? A. The operations of the company 
for the year. 

de Now let me call this to YOUR /2cCeno Loni (ba %nos 3 
participating policy in which ae policyholder may get 
back a proportion of the Premlumvdt there 4414 favourable 
loss experience, or, to put it another way, if the cost of 
the policy is less than the amount of the premium? 

4. I always understood that it meant participating in the 
earnings of the Company. 

Qe The return which the policy holder gets, no matter 
how it is worked out, is only a part of that very premium 
which he Paid, Lan t that it? A. You mean he could not 
get more than he paid? 

Qe He could only get back part of the premium which he 
paid? Ae Yes. 

Qe Isn't that it? Now if you do not know what a 
participating policy is, if you have never Seen one and you 
do not know the wording of the ordinary policy, I will not 


keep asking you what it is; we can find out in another Way e 
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Ae I am not familiar with it. 

Ye You are not sufficiently familiar with that kind 
of insurance to say what the ordinary wording on a 
participating policy is. Is that correct? 
4e We believe our policies are participating. 

‘Je In the manner in which you have stated there. You 


Say that the policyholder may participate to whatever ex- 


tent thé directors may decide? A. That is provided for 


in our by-laws. 

Qe I know, but I am talking about the wording there 
that you gave me. That is entirely a matter of discretion 
with the directors? A. The directors have the say, yes. 

MR. MILLIKEN: That is in accordance. with Section 8 
of the Act, which says that it is within the discretion of 
the directors. 

BY MR. FILLMORE: 

Q- Thet is what I am coming to. You made money on. 
your reinsurance business, did you not? A. We paid 
premiums less commission. 

Q- The premiums which you collected from the policy- 
holders were greater than the amount you paid to get those 
risks reinsured? A. YeSe 

Q- And then you got earnings from other sources. You 
got the premiums on the policies which you carried yoursel?T? 
as YES. 

Qe And you did not reinsure all the business, so you 
got premiums on the 15 per cent you retained? A. Net 
earnings. 

Q- And you had a total revenue of around $273,524? 

A. On what? 
¥- For the year ended December 31, 19437 Baa 
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Qe And after deducting expenses you had a surplus 
or income or profit or saving of $234,800? fy hee 6 

Qe And that became available for the shareholders, 
I take it? A. The shareholder-members. 

Q. Shareholder-members? Ae Yeas 


Qe That amount was allocated? Adv “2Ne eha or tne 


Q» Yes. I1t was allocated as follows: Shareholders! 
Gividend, 1.75; Patrons’! dividend, €264,796.' 1s thav 1.75 
the taxable portion? Is that the income of the Company 
on which they are subject to income tax? Pai Lie 200. 
Insurance Company is not subject to income tax. 

Q. Why do you say that? LG 2S an Ordinary jo1nt 
stock company; it makes earnings; why is it not subject to 
income tax? A. Because we haven't got a profit. 

- No profit? You have savings. Have yourg surplus? 


A. We have a surplus. 


Q There is no use quarrelling over words. After 
doing the business of the year you find thac you nave more 
money on hand at the end of the year than you had at the 
beginning of the year. Can we agree on that? A. We have 
been working along those lines so far. 

3» And when you come to allocate 1%, out cr Ghat 


$230,000 odd which you had left over you allocated share~ 


holders! dividend 1.75 and patrons! dividend $234,000, and I 


am asking you if that 1.75 is ees to income tax of 

40 per cent. Would you not pay at least 40 per cent of that 
for income tax? A. We file our reports with the Income 
Tax Branch and have not been assessed so we figure we are 


not assessable, 


Qe Have you figured income tax on that 1.75? Did your 
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74 


Company have carnings in the fiscal year ended December 2) 

1943? A. You can call them earnings, I guess. | 
QI beg your pardon? I cannot hear you. 

He We have income. 

Qe I am asking you this question: Did the Company 
have ecarnings? Say yes or no if you Cane Ae No; we 
consider it savings. 

2- You had no earnings. Did you have earnings avail- 
able for the payment of dividends, outside of the 757 
Ae The dividends were paid out of the Savingse 

Q- So you had no earnings available for the payment 
of dividends? Aue No; they were all allocated, 

ye and had you issued participating policies other 
! than the policies which had attached the wording which you 
gave me there? By aN. 

Q- “The holder of this policy is entitled to participate 
in such savings of the company as the Board of Directors 
may determine to distribute," Well, at the end of 1943 
did the Board of Dircetors determine to distribute among 
the shareholders of the Company the entire savings, as you 
call them, the entire net savings? A, At the annual 
meeting. 

Q- They determined to distribute among the share- 


holders the entire savings for that year? Ase To the 


Shareholders, 

Q- They have been doing that every year? Ra “L8G 

Q- For the year ended December 31, 1944, were your 
Savings more than they were in 1943? ae We have not 
completed our statement. 

j¢ But that has been your settled policy, has it? 
Bates. 


Q So that this wording was attached to every policy, 
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and you may at the end of each year distribute among the 
shareholders the entire earnings or savings, the entire net 
earnings or savings of the Company; and by reason of having 
done that you are not subject to the payment of income tax, 
Is that your contention? a Thee fact that’we had no 
profit. 

Q. Section 8 of the incorporating Act provides that 
the directors may from time to time, if authorized by by- 
law approved by the Shareholders, out of the earnings of 
the Company available for payment of dividends end ar ver 
allowing for non-cumulative dividends to the shareholders 
of the Company of not more than 5 per cent per annum of the 
amount of the shares held by them, distribute equitably to 
the holders of participating policies issued by the Company 
such sums as in the judgment of the directors are proper 
and justifiable. You did not have any money available. 
any earnings available for payment of dividends? 

44. No; for the payment of patronage dividends. 

Q» Just patronage dividends only. You did not-have 
any participating policies, as that term is used-in the 
insurance business? A. Well, we consider our policies 
participating. 

2° Just by reason of that discretionary wording? 
ww» Well, -- 

j- dust a minute. Did you give any other policyholder 
a policy with that wording attached? Ay. NOs 

% You just gave it to those policyholders who were 
also shareholders? A. There was one company we issued 
a policy to, the Bird Construction Company, jointly with 
the Manitoba Pool Elevators. 

Q» But, Mr. Danser, the refund had no relation to any 


particular policy. What you divided up among the share- 
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holder members was the entire net earnings of the Company 
or the entire net savings? A. Yess 

Ye It had no relation to the premium paid on any 
Poruaculer policy. The division had no redetion oa tie 
premium paid on any particular policy? As No. 

QQ snd the result is that by reason of that dis- 


cretionary wording which you put on those policies you have 


not been called upon to pay, or you have not paid, any in- 


come tex or excess profits tax? ie We pay out our earnings 
to our members. 

Qe You know that if these were profits instead of 
Savings you would have to pay 40 per cent to start with 


and.then 100 per cent excess profits over and above the 


‘standard earnings? fue YOSs 


Q- That might be up to 60, 70 or 80 per cent of those 
earnings if you were an ordinary company. Is that correct’ 
He LL presume so, 

Q- The Pool Insurance Company issues policies to no 
one except the three grain pools, except to those who are 
shareholders? f.. We issued one jointly in the case of 
the Bird Construction Company. 

Q.- That was in connection with a contract they had on 
hand? Ae For one of the pools. 

Qe «Aside from that, have you issued any to anyone 
besides shareholders? A. ‘No, 
BY MR. MILLIKEN: 

9. When you said to Mr. Fillmore that you did not 
allot the savings, or whatever you agree between you to call 
it -- when you did not allot it on the basis of the premiun, 
it is a fact that you allotted it on the basis of premium 
earned from the entire business from each policyholder for 


the twelve months? ie . 268% 
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2- The entire business which each policyholder has 
done with you for the twelve months? A. Yes. 

2+ Mr. Fillmore asked you if you did it on individual 
premiums but it is done on the aggregate? A. Yes, the 
total from the members, 

BY MR. VAUGHAN: 

Qe You have a Dominion charter and I presume you 
Operate under the supervision of Mr. Finlayson, the 
Superintendent of Insurance? A. Yes. 

Q- He supervises the Company? A. Yes, 

Q And you make the regular required returns? 

A. Yes, accoréing to the Insurance Act, 

Qe A&A big part of your revenue comes from reinsurance? 
fie YO@Se 

Y- You charge the elevators the regular rate, the 
prevailing rate, and you get a rebate? A. We pay the 
insurance premiums less the commission. 

Qe «And that commission in turn is passed on to the 
elevator company? A. Yes. 

je Isn't that dxactly the same agit the insurance 
companies allowed the elevator company a direct reduction 
in their insurance rate? You rebate part of the premium 
with the commission. It is really insurance at a lower 
rate? A. If the rate was low enough, yes. 

Qe Are not these rates fixed? Are they not standard 
rates? Ae They are fixed. 

2%» It is equivalent to giving a reduction in the rate? 
4. When the business warrants a reduction we would apply 
to the Association. 

Qe wee is a certain part of the commission allowed 

LO the person who insures, which is equivalent to taking 


insurance at a reduced rate? Ay “Yess 
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2+ I thought all insurance was standardized so far 
as the various insurance companies are concerned, 
.e Belonging to one association. 

e «and they are supposed to be adhered to? ia) VOR 

4 Do you consider that this is such an arrangement? 
4» We dontt reduce the ee 

{i+ In effect you get a rebate on the premium? 
ie No. We figure that there ig an overpayment, 

Q.- It is the regular rate? A. It is the regular 
rate but there is a margin. We figure they overpaid us. 

Q. Are those rates fixed in some way so that they 
cannot be broken as between the different parties and the 
Company? ie They are fixed by the associations, yes. 

Ye But these particular companies break the rules by 
giving a rebate in the form of commission? ise Which 
companies? 

Q- The insurance companies that you reinsure with. 
4 They give us reinsurance commission. 

2. «md you pass that on to the elevator companies? 
eo OG Lost in itself, but we have a percentage of 
our Own business. 

Qe Hight per cent on reinsurance? Ae Ye@Se 

Q» You pass that back to the elevator companies? 
ine Together with the other earnings or Savings. 

Q- Is not that in effect a reduced rate? It goes 
through that process, but that is the effect of it? 
ise When you place business with a reinsuring company the 
company that places the business had to do all the work in 
connection with it and therefore they are willing to give 
you a fairly good commission. They give you a good discount 
on the rates. 


Qe «According to the statement, it is Very stall. \That 
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is the point. I understood these rates were fixed by the 
association and were not supposed to be broken, and in 
this case, it seems to me, the rates are broken by reason 
of the refund in the form of commission. A. The rates 
are not broken so far as the reinsurance company is con- 
cerned. They charge the same rate but give us the 
commission. 
-Q- But you are agent for the other people and it is 
equivalent to the other people getting a reduction? 
die WiC S4 
BY MR. MANN: 

je The Pool Insurance Company is a member of the 
Western Insurance Association? | Ae Yes’. 

Q. «and that is a recognized body within its juris- 
diction? fen, LOS 6 

Y Your Company is a member of it? Aw. Y@Ss 

4 Has your Company or any of its officials ever 
sat upon the council of the western association? 
xe No. I have been on a committee. I was never a member 
attending a mecting. 


ye What committee was that? hie 2. COUNCHIIO G Say 


nowWe 
Qe Were you ever on the rate committee? Hey, NOs 
Q.- You never took part in that committee? 

tie No. 


Qe You do know, however, that that is the body that 
fixes the rates -- the western association, of which your 
Company is a member? Ae. YeSe 

%. Your agency company is a member of that body? 
ue Yes, the Western Underwriters Association. 


4¢- In placing reinsurance -- I am speaking of the 
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Company -- do you do so generally with companies who are 
members of the Association, or do you do it at Lloyds? 
A. We do some at Lloyds. 


Q- But you place a substantial amount with the 


Standard board companies? Ae YeSe 


Qe At standard rates fixed by the western association? 

A. YeSe 
BY MR. FILLMORE: 

4« I uotice that your income for the year ended 
December $1, 1943, for interest earned was $7,633, and in 
answer to what Mr. Vaughan said to you, I take it you 
would not rebate the premium. You have never done any- 
thing like that, have you? You nave never rebated 
premiums as such? A. No. We paid to shareholder- 
memberSe 

BY MR. MILLIKEN: 

Y- it understand there is one rate for board companies, 
and non-board companies have another rate? A. As 
regards the non-board companies, each company usually 
has its own ideas of what the rates should be. 

Q- Outside the board companies, each company sets 
its own rates? Ay Yess 

BY MR. VAUGHAN: 

Q% There might be rates fixed by the board companies 
and by the non-board companies, and those rates, by agree= 
ment between the board companies and the non-board companies, 
are supposed to be adhered toe There are agreements to that 
erfect? Ae Is there such an agreement with non-board 


companies? 
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R. M. McGREGOR, 
Manitoba Provincial Board 
of the Retail Merchants! 
association of Canada, Inc., 
having been duly sworn 
testified as follows: 

BY MR. PARKER: 

Qe What position, if any, do you hold in the Retail 
Merchants’ Association of Canada, Inc.? Aor Winnipeg, 
oLee 

Q- On the brief you speak of the "Manitoba Provincial 
Board of the Retail Merchants! Association of Canada, Inc." 
A. i am an employee of the Winnipeg Branch of the Retail 
Merchants! Association of Canada Incorporated. 

2- iIn.what capacity are you employed? A. I am 
in charge of investigation and that sort of thing. 

Qe Have they a Secretary or a President for the 
Manitoba Branch? Ae They have. 

Gs LOU are not elther? tel, WiOune dies 


Qe YOU are an investiscator? He That is a broad 


Qe I want to find. out in what capacity you serve’, 


w 


10U explain it to the Commission. Yow are not. the 


President and you are not the office boy} you are in 
between? Ae. That. ts right. 

0. Teli us what your duties are, Ae They are of 6 
general nature. It might be said that if any matters come 


up and any of our representatives wish to have them handled 


for our members, in the way of Wartime Prices and Trade 


Board orders, I handle them. We issue a monthly abbreviation 


of the Wartime Prices!’ orders and keep it up to date with 
Supplements. That contains the orders and matters of that 


nature. 
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THE CHAIRMAN: «Are you familiar with the affairs of 
this Association? 

THE, WETNESS :)» I am,..sir. 

BY MR... PARKER: 

Q- Did you prepare this brief? A. I collaborated 
in its preparation. 

we, Who prepared. it? Ae. Mr» Willard, the, Provincial 
Manager, and I consulted Counsel on certain matters. 


Q» dnd between the three of you it was prepared? 


Q Was it submitted to any of your members before it 
was brought here and filed? A. Mr. Willard submitted 
a summary of .1t to our Board of Directors totalling eighteen. 

Ony ae a Tull meeting on oy \onmeudan? dA sain bey 
circular, but he showed it to the President in person. 
There are eighteen directors and executive. 

Ye «and they have approved in substance of this brief? 
ie They havee 

We HOW did they spprove of aur fe Ly SROULa not 
make that all-inclusive, but the ones we have heard from 
have approved of it. There are five in the city and one 
in the country who wrote in mentioning it, and our bulletin 
to the others was couched in such 4 way that if we did not 
hear from them we were to take their approval for granted. 

®. ..That is the circular to the Board on to the 
entire membership? A. To they Boara. 

Q. Have you a copy of that? A. I have not. 

Oo) Wali vou read the Drier. Lye May I, before 
reading the brief, make the following statement by way of 
preface to the reading of the submission. First, we realize 


that some of the points taken have already been dealt with 
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much more fully and ably by representatives of other 
tax-paying groups. In these cases, we know that it is 

very improbable that we can add anything new to what 

has already been put forward, but it may be taken that, 

in stating them once more, we are endorsing the position 
already taken. Next, we shall make some comments regarding 
consumer cooperatives and their patrons. We should like 

it to be very clear that, in making these comments, no 
animosity or antagonism is felt -- no acrimony intended. 
They are, we consider, plain facts, and are put down here 
for the purpose of enabling us progressively to arrive 

at our final conclusions. Then, we might say that our 
propositions are couched in quite terse terms. Elaboration 
may sometimes be indicated, or substantiation required, 

But in the interests of clarity we should prefer to go 
through the brief in its present form, and then endeavour 
to provide supporting material afterward. 


The brief reads as follows: 


"Brief submitted on behalf of persons in the province 
of Manitoba operating business establishments for the sale 
of merchandise at retail, as corporations, partnerships 


or proprietorships. 


"This brief is submitted on behalf of, and with the 


authority of the Executive of the Manitoba Branch of the 


Retail Merchants! Association of Canada, Incorporated under 
Special ict of the Dominion Parliament, being 9 and 10 
Edward VII Chapter 156 (Assented to May 4, 1910). 

"The Association is a service organization operated 
through provincial boards set up under its constitution. 


The membership of this Branch consists of hundreds of retail 
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merchants in more than one hundred and seventy points in 
all sections of the province, and a large membership in 
the city of Winnipeg. 

"All of these members, as well as many other merchants 
(a-Uetal or almost 8,000)... .." 

In this paragraph we find, on making a check, that 
the figure is around 1,800. I would therefore substitute 
1,800 for 2,000 as appears in the brackets: Continuing: 

".eeeeehave, by circularization, been apprised of 
the substance of the brief here presented. Hundreds of 
Signed replies have been received, supporting the position 
taken, and as not one dissenting comment has been made, 
it may safely be said that all those circularized subscribe 
to our action." 

I would substitute the word "most" for the word "all" 
in that last line. Continuing: 

"We are quite cognizant of the fact that many other 
types of taxpayers apart from retail merchants, are affect- 
ed by the matter under review as by all laws governing 
tax rates. We are not and do not wish to appear class- 
minded, but rather, while recognizing the broad implications 
of the question, are confining our arguments to the ways 
in which it affects those whom we represent, the independent- 
ly operating retail merchants. 

"It follows, therefore, that we must deal with only 
One phase of cooperative activity -- the consumer cooperative. 

"Recognizing that not only the members of the Commission, 
but all others in official capacities who may follow our 
comments are in possession of all such facts, we shall make 
no reference to Acts of Parliament, etc. which bear on the 
matter; to the position of cooperatives in other lands, 


or to the growth of the movement in Canada. We propose, 
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rather, to deal in a generalized way with the principle 
involved. 

"To that end, we respectfully submit the following: 

"1. A Consumer Cooperative - " 

We wish to strike out subsection (a). That deals 
with the matter from a different angle from which we are 
approaching it and so I would modify that section. We go 
en te (th) 

"(b) is not a philanthropic or charitable institution. 
Liisa business institution. 

"(c) does not necessarily fill a need. While there 
may be, no doubt are, instances to the contrary, generally 
it will be found to have commenced operations ina 
community alrcoady adequately served by independents who 
have pioneered the field. 

"(d) is not exploring an undeveloped field, or carry- 
ing on experimentation in an undeveloped industry; 


"(e) does not necessarily function more efficiently, 


Or render better service than a Scenes privately 
| owned; 

"(f) is not, in the main, according to our findings, 
the centre of any general activity for social uplift, 


community betterment, etc. There are always exceptions, 


of course, but reports recéived by us indicate that its 
| function is confined largely to the sale of merchandise; 
"(o) is, in the final analysis, nothing more or less 


than a retail establishment operated for the gain or 


profit of its owner-patrons. Whether that gain or profit 
takes the form of lower costs on goods bought by those 
owner-patrons, or of patronage dividends, does not alter 
| the fact, nor does the circumstances that there may be 


fifty joint owners instead of one, two or three. 
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“Such being, as we contend, the case, it follows that 
any moneys accruing to such an establishment from the sale 
of merchandise become, in fact, the profits of a business. 

"2. An Owner-Patron of a Consumer Cooperative -- 

*(a) is not necessarily in the low income class...." 

This would be clearer if we said, in paragraph (a) 

“is not necessarily a person”, so that it would read: 

ital. 46.not necessarily a person in the low income 
class who might be regarded as a fit subject for financial 
assistance from the State. On the contrary, he may be, and 
often is, a person of some means; 

Vib}. 1s nob, in this case at any rate, 4 philanthropist; 
is not prompted to patronize the cooperative by charitable 
impulses3 


"(c) is, it can be contended from the foregoing, 


‘nothing more or less than a pertner ~= or Shareholder, 


Shall we say -- in a retail business. If such business 
accumulates a surplus from any one year's Operations, such 
eurpius is,.in fact, the profit of a business, 

"S. The Independent Retail Store -- 

"(a) is, and has for generations been one of the bul- 
warks of the Nation, Wherever the race has fared, the 
corner store has gone with it. Not for nothing has the race 
been called a 'tnation of shopkeepers!: 

"(b) is an institution. On our farflung frontiers 
it has been, and is even today in many rural areas, the normal 
community centre -- the hub around which the community re~ 
volvese 

"4, The Independent Retailer -- 

*(a) is a pioneer. In most cases he, or his immediate 
forebears have come to the frontier with the early settlers, 


and have made a worthwhile contribution to the development of 
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the country. He has endured the hardships of primitive 
living conditions, and known privation -- even want, both 
in the early years and Later in seasons of poor crop 
yields; 

"(b) is a source of credit. In many cases has 
financed his customers to the point of jeopardizing his 
Own Standing, even when banks declined the risk, and much 
of his rightful profit may still lie in never-to-be 
collected decounts. 

"(c) is an expert; he knows his job, has spent his 
lifetime learning it, and can justify his existence in any 
community; 

"(d) is a good and valuable citizen. He intereste 
nimself- in, and informs himself on community and national 
affairs, and takes an active, often a leading part in their 
advancement; 

"(e) is a taxpayer; a source of revenue to the coffers 
of all tax-levying bodies, from the Federal Government down 
to his own city, town, village or municipality; 

"(f) is not a plutocrat. His income from his business 
is moderate, perhaps less than moderate in periods of 
business depression or poor crop yields; 

"(g) is not a dishonest person, or a profiteer. Even 
before price ceilings were known, it could be found that the 
profits he took were nominal; 

"(h) does not try to avoid carrying his share of the 


tax burden under the guise of a 'movement’, 


"Here, then, we have a picture of these two types of 
businesses, and of the people who operate theme 
"The consumer cooperative does not pay income taxes or 


excess profit taxes. The privately-owned business does, 
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"In theory, this should wreak no hardship on the 
independent operator, because the cooperative is assumed 
at the close of each business year, to distribute its 
profits, surplus, if you will, on a pro-rata basis among 
its patrons. Hence, it would have no profits, and it may 
safely be said that the average independent merehant would 
be prepared to so conduct his business that it would yield 
him as personal income after all expenses (including divi-~ 
dends to shareholders, if the business is incorporated), a 
like amount to that paid the manager of the consumer co- 
operative as salary, and so he could be at all times 
competitive. 

"In practice, however, this does not obtain, for the 
common custom of consumer cooperatives is to retain, some- 
times for a period of years, all or a great part of the 
surpluses realized. These surpluses can, and do increase 
very rapidly, and the total amount is available for various 
expansion purposes, the enlarging or modernizing of premises, 
the adding of new lines or services, and so on," 

This is put in for the sake of comparison between an 
incorporated business and a simple proprietorship. We state 
briefly what an incorporated business pays in the form of 
taxeSe Continuing: 

"The privately-owned business, if incorporated, pays 
taxes on 30 per cent of all profits and a further 70 per 
cent on all surplus over standard profit. In simpler 
words: 30 per cent of the standard profit and 100 per cent 
of all surplus over the standard profit, or 40 per cent of 
the total profit, whichever is the greater, 

"True, many of the people we represent do not Operate 
incorporated businesses, and therefore, are not subject to 


the tax schedules affecting corporations. Here, however, 
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we find that the case is analogous, because of the personal 
income tax levied on the owner of a business. 

"May we submit some examples: 

"On the one hand we shall place a consumer cooperative 
with a salaried manager; on the other, a single proprietor- 
ship, the proprietor acting as manager. For the purposes 
of striking an average, let us say that each is a married 
person with two dependents. Let us further assume that the 
proprietor is ort ont with a personal income identical to 
that paid as salary to the manager of the consumer co- 
Operative. In all cases we have based our figures on the 
carnings of the businesses after all other expenses are 
paid, but before the salaries of the respective managers 
are paid. In all cases we assume the surplus of the co=- 
Operative to be held in reserve,* 

I may say that in all cases we have based our figures 
on the table of taxation deductions effective March ol, 
1943, We find that after paying income tax on total 
profit the independent has a much smaller amount left for 
expansion purposes than has the cooperative, and it is 
worthy yor note that in all these ‘eases if the cooperative 
had been subject to the first income and excess profits 
taxes, then the positions would be quite comparable, the 
cooperative still having a slight edge. 


Continuing: 
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EXAMPLE 1. 


Cooperative: 


Barnings before manager's | 
salary $4, 000 


Manager's salary 2,000 


Income tax paid by 
manager 100 


Net income of manager $1,900 


Surplus in hands of cooperative 
for expansion purposes $2,000 


Proprietorship: 


P Harnings before manager's 
salary pt 000 


Proprietor-manager pays 


income tax on this, which 
amounts to {66 34 


Allow as personal income 
vne Nev yincome of co- 
operative manager 1,900 


Surplus left for expansion 
purposes ($4,000 less $634 


less $1,900) 1,466 
Peeererencs it UAVALLAable surplus Of seu swe ses $534 


EXAMPLE 2. : 


Cooperative: 


Harnings before manager's 


salary $35, 000 
Manager's salary $2,400 
Income tax paid by 

manager ee 


Net income of manager $2,215 


Surplus in hands of co- 
operative for expansion : 
purposes 2, 600 


Proprietorship: 
Harnings before manager's i 
salary po » 000 
Proprietor-manager pays 
income tax on this, which 
amounts to 1,080 
Allow as personal income 


the net income of co- 
operative manager 2,215 


(continued) 
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Example 2. (Carried Forward) 
Proprietorship (continued) $2,600 — 


Surplus left for expansion 
purposes ($5,000 less 2,215 less 
1,080) 


Pecirrerence in available. surplus or vues we ee Du ey be. 


xample 3. 
Cooperative: 


Harnings before manager's 


salary | $6 , O00 
Manager's salary $3,000 
income tax paid by 

manager soe MY, 
Net income of manager 683 


Surplus in hands of co- 
Operative for expansion 
purposes « $3,000 


Proprietorship: 


Earnings before manager's | 
salary $6, O00 


Excess profit tax on over 
$5,000 - 15 per cent of 
$1,000 150 


Income tax on $5,850 1,420 
Allow as personal income 
toe ney income of co= 
operative manager 2,683 
Surplus left for expansion 


purposes ($6,000 less $150 
less pl, 420 less B25 BBO.) ae eva leys 4 4 aventaala tole 1,747 


“A difference in available sirplts of yaeees $1,250 


"Thus we find that, whether the privately-owned 
business is a corporation or a proprietorship, the net 
surplus is much less than that available to the cooperative, 
if the latter retains its surplus as a reserve, Moreover, 
the burden of providing the revenue the GOVERNMENT FATLS 


to collect from cooperatives falls on all other taxpayers, 
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INCLUDING the independent retailer, so that the latter must 
cope with an abnormally high expense while competing with 
a concern enjoying an abnormally low expense. 

"The cooperative, therefore, has available for purposes 
of expansion; adding new lines and Services; enlarging or 
modernizing premises, ete., a much greater amount of money 
than has the privately-owned business, and the employment 
of this money in such ways must result in more and still 
more customers being attracted to the cooperative from 
the privately-owned retail store. 

"The foregoing are, we submit, indisputable facts. 

If we accept them as such, we cannot easily escape the 
following conclusions: 

"1. (a) , That the principle of exempting consumer 
cooperatives from income taxes and excess profits taxes 
is based on the assumption that consumer cooperative members 
and patrons are in a separate category to others engaged > 
in retail business; perhaps that they are espousing a cause, 
or are struggling groups opposing great vested interests, 
and are, therefore, entitled to special treatment; 

(b) That this assumption is mosconceived. 

"2, That the independent retailer, in view of his 
record, and status, is entitled, not to patronage, but to a 
fair and equal chance to survive, and that under present 
laws he is not being accorded that chance. 

“Admitting the above, we must then reach the further 
conclusion that, from the standpoint of the independent 
retailer, the present law is? 

DISCRIMINATORY, INEQUITABLE, AND IN 
CONTRADICTION TO CUR NATIONAL CONCEPT 
OF DEMOCRATIC JUSTICE AND IMPARTIAL 


GOVERNMENT . 
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Pee Lay from a national Standpoint, this law is’ 

(a) Unwise, because it tends to arouse suspicion 
of government patronage, and creates discontent on the 
Part of a large gToup of worthy citizens -- the independent 
retailers: 

Ae Gam Economically unsound because: it threatens the 
existence of a long-standing and valuable institution <= 
the independent retail store, and the welfare and live- 
lihood of all those who operate such stores; it curbs 
initiative by discouraging enterprising youth fron entering 
the retail field; it threatens to curtail employment, 
by over=centralization of retail business and, as well, 
by forcing remaining independents to Shave expenses (which 
include employing a minimum staff) in order to meet co- 
operative competition; 

oh ed Short-sighted, because it can quite conceivably 
become a vicious cycle, when all retail business will be 
cooperative, and when the taxes how paid by independent 
retailers must be drawn from other sources which would, of 
course, include the cooperative stores and their owner-~ 
patrons, 

‘tSis in no Wise the aim or wish of our members to 
impose any undue hardship on consumer cooperatives; to 
handicap them in any way; curtall their activities or retard 
their expansion; provided that they be first made subject 
to the same rates of taxation as those applying to other 
businesses. 

WE SUBMIT THAT THEY SHOULD BE MADE SO 
SUBJECT, AND THAT THE NECESSARY iMEND- 
MENTS TO, OR CHANGES IN EXTSTING 


LEGISLATION SHOULD BE ENACTED WITHOUT 
UNDUE DELAY.* 
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BY MR. PARKER: 

Q- Look at the bottom of the first page. Hage you a 
copy of the circular you sent to the 1,800 members? 
a LOG. « 

edt LL on let me have one? foe | CG 

Qe I would like to see how it compares with other 
circularse Did you draft this? Ae. Moe WE Lerd rd ids 

Oe (Ou Gid not dratt it? A. Between us, Mr. Willard, 
Mr. Malcolm and myself. 
| Oe Did you have a copy from any other branch or 
section of the Retail Merchantst Association? 
Ae No. 

Je Ls this the circular you refer to when you say 
that all these members have, by circularization, been 
advised of the substance of the brief here presented? 


A 


AepetuaL Lo the oireular. 


QO. in this’ circular you says "Don" e poreco smear L7. 
independent retail stores were sold to cooperatives in 
Saskatchewan in 1943. Where did you get that information? 
A. It is general. 

Qe But where did you get it? Ae I don't remember 
exactly, but we got it from the same source that Mr. 
McQuarrie would get it. Since that time I understand it 
is wronge 

GO. Then you say: "Do you want this sto nappon sin 
Manitoba?" How many of these did you send out? 

A. Eighteen hundred. 

Q. And how many replies did you get? A, Approximately 
480 or 490. 

Ye And you assumed that those who did not take the 
trouble to reply were in favour of it? A. Most of them. 


3. This is how you asked for an answer: “I believe 
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that consumer cooperatives should pay income tax and ex- 


| cess profits tax and all other taxes on the same basis 


as other independent business concerns and that they should 
not be given any concessions by provincial or federal law 
giving them an unjust advantage over the independent re- 
tail merchant." You asked them to sign that? fiw Ye@Se 

Q- And that was sent out before you ever submitted 
the brief, and now you ask permission to say that this 
brief represents the voice of these 1,800 -- the document 
that we have before us? A. We believe it does. 

ye There is some rather strong language in this 
brief. Look at page five and see what inference you expect 
to be drawn from what you say. Look at paragraphs (g) 
and (h) of section 4. You begin that section by saying: 
"The independent retailer is a pioneer" and he is this and 
that, and in (g) you say he "is not a dishonest person 
or a profiteer." Did anybody ever suggest that he was? 
ine NO, 

Q- Then what was your point in putting that statement 
in there? A.  The*potnt is that there gs at soruvor 
general impression on the pert of many people -- not 
necessarily cooperators, because I have heard it myself 
many times -- that the independent merchant does take 
abnormal profits. 

Qe You did not intend the inference to be drawn’ that 
the cooperatives were dishonest persons? A. Definitely 
note It was not put there for that reason. 

Qe And in (h) you say that he "does not try to nets 
carrying his share of the tax burden under the guise of a 
'movement!"*, What was the object of putting that in? What 
was that intended for? A, It is there because it is a 


statement of fact; he does note 
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Q- Did anybody ever say that the retail merchant 
did? Is there any occasion for denying something that was 
never asserted? A. Since you put it that way, may I 
say that the inference may be drawn that we feel that the 
consumer cooperatives are trying to avoid paying their 
rightful share of taxes under the guise of a movement. 
That is not correct. 

Q- Instead of saying that you do not, why did you not 
come out absolutely and say they were trying to do that. 

MR. SWalL: Mr. Chairman, I am a practising barrister. 
I was consulted by this gentleman and I would submit that 
the statements in the brief speak for themselves, and my 
learned friend should not submit the witness to the questions, 
| He 1S putting to him. I submit it is hardly iust. 

MR. PARKER: I am quite finished. Perhaps my learned 
| friend would like to ask a few questions. 
| BY MR. ARNASON: 
| Qe What is the membership of your Association? 


A. For Canada or in the province of Manitoba? That is 


confidential information if it is required. I would be 
elead to supply ait. 

Qe I do not think it is necessary. Ae th WLS) uLteS 
substantial. 

2¢ Do you know how many retail establishments there 
are in this province? A. Not definitely. We have a 
Mailing list of 1,800 but there may be quite a number who 


ame oy. on that list. 


MR. THORVALDSON: With respect to the point raised by 
Mr. Parker touching this brief, when he examined the 
witness in connection with the ate that was sent out 
by the Retail Merchants! Association in which reference ig 


made to 171 stores in Saskatchewan, I think I ought to make 
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a brief statement at this time. If there is an error 

in that figure the witness should not be blamed for it. 
Moreover, if there is an error in the figure, the mistake 
was made by an official of the Wartime Prices and Trade 
Board in Regina. I take it for granted that there is an 
error there but I assure the Commission that the figure 
came from the Wartime Prices and Trade Board. That 
official would have been questioned in Regina but he was 
out of the city and could not be located. At any rate, 
that is the source from which the figure was obtained ané 
if anyone is to be blamed for it, if it has been proven 
wrong, it is not this witness who should take the 


responsibility. 


e@eeve?e@ 


iRe PARKER: The next brief comes from the Insurance 


Agents Association of Winnipeg. 


Re C. McKIBBIN, 
President, 
The Insurance Agents' 
Association of Winnipeg, 
having been duly sworn 
testified as follows: 
BY MR. PARKER: 
Q¢ What is your position with the Association? 
Ae President. 
Q The Association set-up is described in your brief? 
Ae YOS-e 
Qe How long have you been President? Ae Just this 
current year. 
Qe As to the statements made in the brief, are you 
prepared to swear that they are correct and true? 
A. They are correct as taken from the blue books, 
7. The statements which you make are statements within 
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your own knowledge? A. YeS,s 
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Q The statistics you have given are taken from the 
blue books? A. Y@S-e 

Qe Will you read the brief. A. Yes. “Lt reads as 
follows: 
"Submission to the Royal Commission on Cooperatives made 


on behalf of The Insurance Agents! Association of Winnipeg. 


"Phis submission is made on behalf of The Insurance 
Agents' Association of Winnipeg, representing 118 of the 
leading insurance agencies transacting business in the city 
of Winnipeg, as per list attached, and their many hundreds 
of employees. 

"The members of The Insurance Agents! Association of 
ihe: Ca.Cy, OL Brandon also desire to be associated with 
this submission, as they fully concur with the views 
advancede 

“We welcome this opportunity of submitting a brief 
in support of an equalization of taxation of all fire and 
| casualty insurers. In our capacity as insurance agents 
POvlons JjoLnb stock (nausea ee we have for some 
years viewed with great concern the discrimination that 
now exists in respect to taxation. This discrimination 
/ has been greatly accentuated since the commencement of the 
war due to heavy wartime taxation. Mutual and reciprocal 
insurers, being exempt from the Income War Tax Act and 


the Excess Profits Tax Act are now in a very preferred 


position as compared with the stock insurance companies. 

This difference in taxation is a serious competitive handicap 
to the stock companies, and in consequence the position of 
their agents is prejudiced and the field of their endeavours 
circumscribed, and we respectfully submit that all insurers 


should be brought on the same basis of taxation. 
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Unless this discrimination is rectified no stock 
company agent is able to look into the future or to 
formulate post-war plans with any degree of confidence while 
we are threatened with the Spread and growth of non-taxpaying 
insurers and unfair discrimination which is becoming a 
serious competitive factor, 

"Since the livelihood of our members and their em- 
ployees is derived from the sale and servicing of insurance 
protection furnished by stock insurance companies, we 
view with alarm the continuation of the present taxation 
Situation which jeopardizes that livelihood. 

"We therefore respectfully submit that our vital 
interests are threatened by unfair taxation between our 
principals, the stock fire and casualty insurance companies, 
and their competitors, the mutual and reciprocal insurers, 
because; 

"The general insurance business has always been a 
highly competitive business, both between different types 
of insurers and between their producing agents. The 
insuring public today, as in the past, demands: 

"The broadest insurance protection in reputable 
and strong companies - 

"Equitable insurance costs, commensurate with the 
protection and service reneived. 

"Insurance agents, representing stock insurance 
companies, have always subscribed to the economic philosophy 
that these requirements of the insuring public can best be 
met by the class of companies which they represent, because: 

"Only stock insurance companies maintain an inspection, 
rating and fire prevention bureau in this territory, which 


provides: 
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"A basis for the measurement of equitable and non-., 
discriminatory insurance rates. 

"The inspection of the fire defences of all cities 
and towns, and a fire prevention and protection engineer- 
ing service for individual properties, which is of direct 
benefit to the public and reduces insurance costs. Such 
services are recognized by all authorities throughout 
Canada as standard, 

"The maintenance of laboratories for the testing and 
grading of hazardous goods, equipment and devices for 
the elimination of hazards and the Provueetion of Litre. 

"Stock insurance companies, through their world-wide 
operations and experience provide the financial security and 
business stability by which the public is best served, and 
furnish the complete insurance requirements of a community. 

"Stock insurance companies, by virtue of the cost of 
the foregoing services essential to the community, have 
voluntarily placed themselves at a competitive disadvantage 
with their competitors in the matter of price. Despite this 
differential, prior to the war we insurance agents, represent- 
ing stock companies, were able to offset the price com- 
petition by the above services. On this basis we have built 
important businesses in the community and have enjoyed the 
confidence of the public. With competition per se, therefore, 
we take no issue, but when the State, in its role of a 
taxing body, inflicts serious discriminatory treatment in 
the matter of taxation between two classes of business enter- 
prise within the State and levies taxes on the basis of their 
respective economic philosophies, then we feel impelled to 
emphatically protest. 

"We also desire to make the following Specific represent- 


ations to this Commission: 
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"That the interest of free enterprise in the insurance 
business is seriously jeopardized by the present tax dis- 
crimination. An examination of the last available six 
years Canadian experience, taken from the Dominion Govern- 
ment Blue Book, of six stock and six mutual insurance 


companies, operating extensively in this territory bears 


TELS (OUT. 
"Appendix A -- Mutual Insurance Companies, and 
Appendix B -= Stock Insurance Companies -- show the relative 


underwriting profit. 
Interest and dividend earnings from investments 
Trend of surpluses 
Dividends to members or subscribers. 

"Appendix C -- Income and Excess Profits Tax -- Fire 
and Casualty Companies -- shows the relative burden on the 
respective classes of insurers of the tax incidence. 

For example, in Appendix A, the Wawanesa Mutual in the six 
years 1957-42 inclusive shows the following results, 

Total underwriting profit $1,066,072.93 

Returned to policy holders as dividends 88,741.90 

Surplus increased from $815,293.27 to $2,014,637.07 
OF oreoer cent. 

“Appendix C illustrates that in 1942, 72.8 per cent of . 
the stock companiest underwriting profit of $5,907,143 went 
to the State in taxes, whereas none of the mutual companies' 
and reciprocals’ underwriting profit of $2,228,662 was 
taxed. 

"ho 8 result of this virtual subsidy by the government 
through tax exemption, mutual insurers have been permitted 
to expand and develop at the expense of their tax-paying 


competitors and their representatives, ourselves their agents. 
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“Note: The Dominion Government Department of Insurance 
Blue Book reports for the years 1943 and 1944 are not yet 
available. It is believed that when such information is 
released it will disclose that the amount of income and 
excess profits taxes paid by stock insurance companies will 
be in excess of those imposed in previous years." 

I have just heard that the 1943 Blue Book is availatle, 
ft was not’ when this was written. Continuing: 

"The theory of taxation On) the=basise or the apTLity +66 
pay is being disregarded since these figures establish the 
ability of mutual insurers as such to carry their’ share of 
the tax burden. A continuation of this policy will’ permit 
tax exempt enterprises to eventually destroy their tax- 
paying competitors through ~ 

Unfair price advantage, 

Payment of dividends as an inducement to 
enlarge their markets, 

Pyramiding earnings as capital, thus creating 
reserves for extensive expansion or capital 
with which to buy out their tax burdened 
competitors. 

"The Ultimatetresuls wii pariie disappearance of tax- 
paying insurers and their agentse 

"That, aside from the profession of a belief in different 
economic philosophies, both stock and mutual insurers compete 
for business by similar Methods, Lb thi 6 territory there is 
very little business now being written ona Straight mutual 
plan. Appendix A indicates the following percentages of net 
written premiums to be on the assessment note plan in 1942, 

Wawanesa 17.5 per cent." 


That is 16.5 per cent actually. Continuing: 
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Portage la Prairie Ol1.9 per cent 
Gore District Nil 
Northwestern Mutual Nil 
Mill Owners Nil 


"For the greatest part, then, mutual insurers are 
transacting their business on the 'cagh plant whereby non- 
assessable policies are issued on a Straight cash basis 
in competition with joint stock insurers. It is therefore 
our contention that a large number of so-called mutuals are 
hot in fact mutual insurers. 

"We respectfully submit that where two classes of 
insurers compete for the Same type of business in the same 
fave aot enterprise, there is no justification for the con- 
tinuance of a policy by the State whereby a tax discrimination 
favours one to the prejudice of the other. 

"As individual income tax payers, the personal income 


tax of all members ig higher than otherwise would be if 


mutual insurers were contributing to the national exehequer. 


and in consequence our burden of taxation is increased 
because organizations such ag mutuals are not fully con- 
tributing to the cost of operating the State. 

"In conclusion it is submitted: 


"That the economic welfare of the country is ill served 


by legislation and practices that discriminate between one 
citizen and another in the search for a livelihood, and 
"That while it has been alleged in certain interested 
quarters that the economic salvation of the country depends 
upon the growth and development of cooperative enterprise 
Such statement is a statement of Opinion only and one would 
Gxpect that the advocates of such theory would welcome the 
opportunity to have the conflicting theories, i. e. private 


enterprise and caoperative enterprise compete on a fair and 
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equitable basis, since Only on such a basis can it be de- 
termined which system best serves the public interest. 


"Respectfully submitted, 
The Insurance Agents! Association of Winnipeg." 


Documents filed with brief: 
Appendix "A" -. Mutual Insurance Companies 
Appendix "BY --~ Joint Stock Insurance Companies 


Se vendia OY. - =. Tndeme and Excess Profits Tax 
Fire and Casualty Companies 


List of members of The Insurance 
agents' Association of Winnipeg 
and 


List of members of The Insurance 
Agents! Association of Brandon, 


BY MR. PARKER: 


a Qe from your studies concerning this matter, have you 
| any suggestions that you can place before the Commission 
as to how or on what basis the discrimination of which you 
complain mizht be remedica? A. Well, I have my own 
personal opinion, sir, but that has not been discussed 
Ofritra Liat, 
BY MR. MANN: 

4¢ At the end of the briof you give a list of concerns 

numbering 118. Are they members of your Association? 


ihe Yess 


je And the agents that you refer to represent Joint 


v 


7 


stock companies, members of the Western Canada Underwriters 
Insurance Association? Aa? *XYsst . 

Qe That is a recognized rating body for the three 
western provinces? A. Yes. 


3« And the stock companies, members of that Association 


3 


are entitled by virtue of membership, and their agents, 
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to copies of the aSsociationts material? As Yes. 

2- The rate schedules? As es 

2 Every type of rating material there is? 
ae §8YOs, 

2 Your members get that by virtue of membership in 
the Association? Aa nXes¢ 

Ye It has been said that the cost of preparing the 
plans and all the material of the western association is in 
the vicinity of eight and a half million dollars. Do you 
know anything about that? A. I am sorry, I don't know. 
It would be a large sum of money. 

Qe When you Speak, iin arouse brief, of the maintenance 
of laboratories, inspection and go forth YOU erenrelerring 
to the maintenance of laboratories, etc. of the Western 
Canada Insurance Underwriters Association? Ae Yess 


Brief submitted by the Manitoba Associated Boards of Trade 
nnn tS SOCLated Boards of Trade 


MR. PARKER: I understana that lip. Lortadiiaes going to 
present this brief, 

MR. EDWIN LOFTUS: I am acting for the President of the 
«~SsOociated Boards of Trade, who lives in Portage la Prairie, 
He informed me that he would not be able to come here and 
requested, in that event, that I read his submission to you. 


MRe PaRKER: Did you personally have anything to do 


with the preparation of the brief? 
MR. LOFTUS: No. 
MR. PARKER: You are merely reading it for him? 
MR. LOFTUS: Yes. 
MR. PARKER: Did he prepare it himself? 
MR. LOPTUS: I have knowledge that it was prepared by 


him but whether solely by him, I do not know. I think rot. 
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I believe it was in cooperation with others. Mr. Miller 
asked me to extent his apologies to the Commission. With 
your permission, sir, I will read the brief. It ig very 
Short ; 

“The membership of this Association is composed of 
Boards of Trade and Chambers of Comnerce in the province of 
Manitoba, joined together for the purpose of dealing collect- 
ively with provincial problems and federal problems in so 
far as they affect the province of Manitoba and the citizens 
thereof e 

".t a general convention of this Association held in the 
city of Winnipeg on the 25th of February, 1944, the follow- 
202 Tesolution, pertinent to this inquiry, was passed: 

Declaration in support of equitable 


taxation and legislation for all business 
enterprise 


a rene 


"WHEREAS various experiments tried throughout the 
centuries have proven that the profit motive as 
exemplified and developed by individual enterprise and 
initiative have tended to create a high degree of 
efficiency, the greatest development of natural, and 
employment of human resources, and a high standard of 
Divine for all: and 

"WHEREAS corporate, individual, partnership and 
other forms of private industry are ready and willing 
to demonstrate their efficiency on a fair competitive 
basis, compared: with other forms of enterprise such as 
Governments, municipal, cooperative, mutuals and State 
Socialism; and 

"WHEREAS certain forms of cooperative, Government, 
municipal, and mutual enterprise now enjoy freedom 
from income, excess profits and in some cases municipal 


taxation, coupled with Governmental encouragement 
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through special legislation; and 


L 


"WHEREAS Governmental favours in Tie Form OL tax 


privileges and special legislative advantages to any 
section of ah industry is at the expense of the 
Dominion Treasury and the ordinary taxpayer and imposes 
an inequitable burden on other sections of the industry 
which makes it impossible for the section discriminated 
against to function efficiently and effectively. 
Private industry urges that all forms of business 
undertakings be called upon to operate without special 
Lead Sietivs advantages. 

"THEREFORE BE IT RESOLVED that The Manitoba 
Associated Boards of Trads call*the™aptention’ or 
Governments, all political parties and the public 
at large to the desirability of all taxing authorities 
in Canada establishing equitable taxation between all 
forms of business undertakings and renioval of special 
legislation favouring any section of industry and 
collmerce, in order that Free Enterprise may continue 
to. formulate and carry out plans which will enable 


Canada to maintain her position in national and 


international post-war developments, and to provide 
maximum employment.! 
";gain at its Annual Convention held in tho Or uy son 


Winnipeg on December 6th and 7th, 1944, with forty Boards 


of Trade participating, the above resolution was unanimously 
reaffirmed, and the delegates instructed their Executive 
Council to place their views before your Commission, 

"This ..ssociation is opposed to discrimination in 
taxation es between various types of business. It Le not 
opposed to cooperatives as such, but takes the stand that 


cooperatives should either be taxed on a par with other 
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business organizations, or such other business organizations 
should be relieved of taxation to reduce them to the taxat- 
ion scale of the cooperatives. 

"While recognizing the imperative need of reducing 
taxation at the sarliest possible date in order to enable 
business to plan effectively to meet post-war reconversion 
problems and maintain a high level of employment, this 
.ssociation realizes the difficulty in inducing the Federal 
Government to reduce taxation at this time on corporations 
and other businesses when money is so urgently needed. 
if, therefore, the Federal Government is adamant in this 
respect, then in the opinion of this Association the co- 
operatives should be taxed on a Similar scale, as businesses. 
generally cannot hope to compete with corporation taxes 
and excess profit taxation at such a high level as at 
present, while business organizations in similar PLehas, Dy 
virtue of being cooperatives, escape this taxation. 1 Dy phe Bs 
virtually a subsidy to tho.competitors of ordinary business 
conesrns in favour of cooperatives. 

"This so-called subsidy or exemption from taxation has 
two effects at least. In the-first place, it permits the 


cooperatives to create surpluses with which they can expand 


and even buy out tax-ridden competitors and in the second 
place, it permits the cooperatives to refund te customers 
part of their profits. Ordinary businesses could not 
possibly make such refunds, because the portion of their 
profits that would perhaps be available for refund or 
reduction of prices of commodity or service must go to the 
Federal Government by way of taxes. 

"It is felt by this Association that unless there is a 
cessation of this unjust tax discrimination, all businesses 


will ultimately have to become cooperative or pass out of 
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the picture This would be a disturbing disruption 

of the commerce of the nation and might have repercussions 
that would effect the financial solvency of the whole 
business structure, the reactions of which would spread 
into all corners of our country and effect every class of 
person. 

"This brief does not purport to deal with statistics 
or such matters, as undoubredly many briefs will be filed 
with the Coumission dealing with this phase, but. 17% “1s 
intended to bring before the Commission the views of this 
Association opposing without equivocation, existing 


discrimination in taxation. 


Manitoba Associated Boards of Trade," 


Brier Submitted by The Winnipeg Board of Trade 


MR. LOFTUS: I wish to present the brief on behalf of 
the Winnipeg Board of Trade. 

MR. PaRKER: What position do you hold with the Board of 
Trade? 

MR. LOFTUS: I am simply Counsel for the Winnipeg 
Board of Trade in this matter. I am also, as a matter ‘of 
fact, one of the Vice-Presidents of the Winnipeg Board 
or Trade, though T do not appear’ Py that capacity. ‘The 
brief reads: 

"1. The Winnipeg Board of Trade desires to make it 
clear that it is not opposing cooperative or mutual business 
enterprises as such.” 

I emphasize this because even in this room the question 
has been asked me why it is that the Winnipeg Board of 
Trade opposes cooperatives. another person expressed 


surprise that the Winnipeg Board of Trade should antagonize 
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40,000 farmers by Opposing the cooperatives. I wish 

to take it clear therefore that the Board does not 

Oppose cooperatives. That is why I emphasize the point. 
as a matter of fact, the Winnipeg Board of Trade does not 
urge that cooperatives be taxed unless their exemption 
results in inequitable taxation. Continuing: 

PLt Goes. believe in equitable taxation and is opposed 
to the exemption now existing (whether legal or illegal or 
merely by practice) to these organizations from income tax 
and excess profits tax and other taxes imposed on competing 
business enterprises. 

ee Tat OR aueteee the law in reference to cooperatives 
is contained along with the law relating to ordinary business 
corporations in the Companies Act (Manitoba) ; cooperatives 
are therein referred to as corporations." 

I wish to emphasize this statement also. They are a 
distinct entity from their patrons or members, just as the 
shareholders of a joint stock company are distinct from 
the joint stock company itself. The cooperative is an entity. 
Continuing: ; 

"In many respects the sections of the Act dealing with 
cooperatives are similar to the analogous sections dealing 
with ordinary business corporations." 

In other words, the members are exempt from personal 
liability the same as the shareholders of a joint stock 
company. Continuing: 

"3. Many, if not all, of the cooperatives buy for re- 
sale and resell in the same manner as other business enter- 
prises; compete with and receive the same benefits as 
other enterprises, by way of protection under the laws and 


of the armed services of the country, in all respects as fully 
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as competing enterprises, yet these cooperatives are exempt 
(whether legally or illegally or only by practice) from the 
heavy taxation imposed under The War Income Tax and Excess 
Profits Tax Act upon the competing business enterprise." 

In paragraph four we confine ourselves to the hypo-= 
thetical Base OF small business enterprises. We felt that 
larger enterprises would be adequately represented by 
special presentation and special counsel. The Board of 
Trade therefore decided to confine itself to-a section 
which might not be represented here, namely, the small 
business man. Continuing: 

"4. For example, compare the hypothetical case of 
two business enterprises, one cooperative (so-called), and 
the other an, ordinary small business corporation: both, in 
the same village or town, both conducting a general store 
business, both carrying the same line of goods and both 
purchasing and selling at practically the same prices 
and to the same general public and having practically the same 
expenses, rent, employees, and so forth; both having in the 
year immediately preceding the imposition of the Excess Profits 
Tax, an excess of receipts from the sale of goods over dis- 
bursements, say of $6,000, thereby establishing a standard 
profit of $6,000; and in the year 1944 each having an excess 
or net profit of say $8,000. 

"For the year 1944, the ordinary corporation would be 
liable to pay to the Government of Canada, roughly speaking, 
the following by way of War Income and Excess Profits Taxes -- 


"Income tax 18 per cent on 


$8,000 $1,440 
Excess profits tax 12 per cent 

on $8,000 960 
100 per cent in Excess profits tax 1,400 
Arrived at as follows: $3 , 800 
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Income $8, O00 
Standard profits 6,000 
Difference ge 000 
Less 18 per cent and 

12 per cent 600 


Net or 100 per cent f 
tax 61,400 

leaving to the ordinary business company out of the 
$8,000, only $4,200 for distribution among its members 
or other purposes of the Company, such as building tina 
reserve or increasing the capital assets or reducing 
liabilities, as against $8,000 available to the cooperative 
for similar purposes. 

"5, In other words, the cooperative is benefited to 
the same extent as if the Government had taxed it in the 
same manner and to the same extent as it taxed the ordinary 
business corporation and then made a special grant to the 
cooperative of $3,800; in which case the Minister of 
Finance in his budget might have included the following 
items: 


To subsidy or bonus for the year 1944 | 
UO se evt 0 beeen wCOCRernu ite $o ,800 


and had stated in his budget speech that, of course, this 
bonus of $3,800 would have to be paid by the other tax- 
payers of Canada. As this is an example of a comparatively 
small mercantile cooperative, in order to get a true 

picture of the result of such exemptions, this sum of 

43 800 would have to be multiplied hundreds of times to show 
the real loss to the taxpayers of Canada arising out of the 
exemption to cooperatives, which comprise not only a small 
retail outlet such as is referred to above for illustrative 
purposes, but right through the distributing and marketing 


system embracing different phases of merchandising, seivics 
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organizations, mutual insurance, pool elevators, etc. 
(See study prepared by Messrs. A. E. Richards and Lucienne 
Lalonde, of the Market Service Economic Division, Department 
of Agriculture, Ottawa, entitled 'Co-operation in Canada, 
1943"), | 

"The Board, of course, recognizes that a very small 
portion of this unjust tax imposed upon ordinary corporations 
may be refunded after the war. In the case of our exanple, 
the refund would amount to only $200, when paid. 

"6. In other words, the Company is competing for 
business with a cooperative under a handicap imposed on 
the Company by the Government of $3, 800 for the year 1944; 
and if the present laws and the present mode of enror eines 
(or not enforcing) them is continued under a similar handicap 
for succeeding years, no business can continue to compete 
for a long time against such a handicap. In the particular 
case just outlined, one of three results will follow: 

*(a) The Company will be forced out of business and 
its place in the trade of the community taken by a cooperative, 
Or 

"(b) The Company will reorganize so as to obtain the 
Same treatment as its competing cooperative. 
In either case, the Government will lose the $3,800 paid by 
the Company; multiply this by the thousands of similar cases 
which will arise in the Dominion and the loss to the Dominion 
in taxes will amount to many millions of dollars, all of 
which must come out of the pockets of the other taxpayers. 

"(c) The Company may, perhaps, continue in business 
if and for so long as its suppliers of goods -- wholesalers, 
distributors and/or manufacturers -~ will continue to supply 
it with goods at continuously decreasing prices, in which 


case taxable profits of such suppliers, as well as of the 
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Company, will decrease and continue to decrease -- 

and the taxes payable under the Income War Tax Act and 
Excess Profits Tax Act by the suppliers as well as by 
the Company, decrease until none have any profits and 
eventually, no reserves; when all will be forced out 
of business or at some time in the stage of constantly 
decreasing profits, be forced to reorganize so as to 
obtain the same treatment as the cooperatives. 

"7, The foregoing example would, with minor changes, 
apply to a partnership or an individual carrying on 
business in competition with a cooperative. 

"8. The present laws or the mode of administering 
and enforcing them, amount to a statement by the Government 
of Canada to business men in language similar to this: 

"Notice to Non-cooperative business corporations: 
So long as you continue doing business as none 
cooperative business corporations, you will 

be subject to the current income tax and excess 
profits tax; if you desire to avoid these taxes, 
reorganize your business along cooperative lines 
and enjoy the Same exemptions as cooperatives. 

"9. The evil of the present inequitable system of 
taxation as between cooperatives and ordinary business 
ts not\confined tothe Loss ‘of income of the Dominion 
Government. Agreater evil is the forcing of all business 
eventually into cooperatives. If and when the time comes 
that all, or at least the greater. portion of business, 41s 
driven into cooperatives, the Government will be forced from 
financial necessity: 

*(a) to impose taxes on cooperatives and presumably 
along the same lines anda at the game rates as now imposed 


on non-cooperative corporations, or 
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"(b) to take over and administer and carry on all 
business in order to divert to the Government the profits 
to be derived therefrom, or 

"(c) to inerease very greatly the taxes on individuals 
either by lowering the present exemptions, or increasing 
tne présent rates or both. 

"We submit the first alternative outlined in (a) is 
perhaps at the present time the only practical procedure to 
adopt in view of the urgent need for maximum Government 
revenue to finance the war -- unless the Government should 
see fit to create equitable competitive relationships be- 
tween ccoperatives and other forms of business enterprise, 
by removing the levies for income tax and excess profits 
tax from the latter. 

"It is inconceivable that the Canadian people would 
willingly sanction all that is implied under alternative (b) 
which, 1f° 1% became effective, would substitute the un-= 
imaginative mind and dead hand of Government bureaucratic 
control for that initiative and enterprise which has built 
Canada and created a great trading nation -- a nation which, 
in pre-war years, was the Mecca for many thousands of 
immigrants who were attracted by the opportunities which it 
presented, and should continue to present, for enterprising 
men and women to establish new homes and businesses. 

"In this connection, without casting any reflections 
on necessary war-time price and wage controls -- which we 
uphold as essential to prevent the disastrous inflation 
which previous experience has demonstrated would ensue 
without them -- we further submit that the Canadian people 
would not, and should not, tolerate the permanent imposition 
of Government controls and the civilian and commercial 


espionage system which accompanies such State control. 
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"In short, we do not believe the Canadian people are 
prepared thus to handicap deliberately the future progress 
of their country, both in the domestic and foreign fields. 

"As regards alternative (c) we submit that any further 
additional income tax on individuals would emphasize and 
accelerate the impact of the law of diminishing returns 
which, even under the stress of war-time emergency has 
already revealed itself in absenteeism, diminished incentive, 
and other forms of restiveness and protest, which bode no 
good for the country. 

"10. The foregoing presentation applies also to 
mutual corporations. 

"11. In conclusion, the Winnipeg Board of Trade 
submits the implications of the present unfair and unequit- 
able competition between tax-exempt cooperative organizat- 
ions and other forms of business enterprise Zo much deeper 
and further than the intolerable inequity, thus represented, 
and the Board therefore strongly recommends both on the 
merits of the case, and to preserve our national well-being, 
that taxation as between cooperatives and mutual corporations 
on the one hand, and other business enterprises on the 
other hand, should be made equitable, and that existing 
laws and practices should be amended so as to give effect 
SO bhatt principle. 

The Winnipeg Board of Trade." 

THE CHAIRMAN: Thank you, Mr. Loftus. 

MR. SCARTH: We may desire to reply by brief, 


Mr. Chairman, 


ihe, Commission adjourned ne Byis tain. 
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The Gommission resumed at 2,15 p.m. 


Brief submitted by 
Manitoba Retail Implement Dealers Association 


MR. PARKER: This brief is being presented by Mr. 

H. 6. Morrison in his capacity as counsel for the assoocia- 
tion. 

MR. MORRISON: I am prepared to do what will meet with 
tne approval of "the Commission.” Pvcan read the Orrer, 
which is reasonably shorts" 10 Ts Only Dour pages. "We wave 
with ms, however, the President of the Association whom I 
represent and whom I could submit for examination. The 
Association, I may say, covers Manitoba territory and has 
a membership of about two hundred. I will now read the 
riers 

"The Manitoba Retail Implement Dealers Association 
covers the Manitoba territory and has a membership of 
over two hundred .retail dealers. The dealers who com- 
prise this membership handle at this time the greater 
part of all farm machinery and equipment retailed in Man- 
itoba. 

*The merchandising system of farm implements and 
equipment arose from small beginnings, generally start- 
ing in a blacksmith shop. Factory branches were estab- 


lished, distributors were appointed and manufacturers 
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had to develop a dealer organization. It was necessary 
that the manufacturers assist the dealer in both selling 
and Tinancing while the manufacturers themselves did all 
oe. tie Servi Cine. 

“From about the year 1918 a change took place wiere-— 
Dy the retail dealers Handled more or the vsales, “provided 
more of the service, and commenced to do some of the 
financing. This change progressed until about 1950 when 
the depression years “made It impossible ers tyne dealers 
to buy goods outright. But the trend had been definitely 
established toward the retail dealers Having Straight con- 
vracts for purchase from the mMenttacturer whereby Ne was 
Calied upon to carry on-his own” business, 4includineg thet 
of servicing the cheek sold. This was a natural develop- 
ment because merchandising of goods by the manufacturer 
of distributor merely through the channel of a Local 
dealer to whom the business was a side line was an 
ineffective way of merchandising farm machinery and 
equipment. It has been eStimated that a very high per 
dene of all service calls can be reliminated ty 2acm 
machinery is properly set up and buyers are instructed 


as to its adjustment and use. 


"Tn the more recent years preceding this date, the 
system of merchandising through local dealers who are 
definitely in this business, and who are prepared to 


provide themselves with the requisite facilities, has 
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increased to a point where it is now recognized to be a 
standard and effective method, in so far as both the 


manufacturer and distributor and the consumer are concer- 


nea, “The teurbstone’ dearer 1s being climinated. He has 
been, and is, where he still carries on, a menace to. the 
business and in particular, he is non-competitive in the 
rendering of a service. It is submitted that the effect- 
ive dealer deserves recognition. 

"It is imperative now that retail dealers in farm 
machinery and equipment must be equipped not only with 
the knowledge to select the proper machinery which is 
Suited to the needs of the particular farmer and the par- 


ticular soil, but must also have the ability to set up 
Machinery in the field, to séa that’ 4% a6 actually in 
efficient operation, and that he is equipped with the per- 
sonnel to render effective service. In order to be in this 
position, the dealer must make a very considerable cap- 
ital investment in heavy tools, such as acetylene and 
electric welding and boring tools, and he must also have 
an adequate stock of small equipment and parts. To so 

do he necessarily involves the risk of becoming burdened 
with obsolete stock and consequent loss in that regard. 

He 2s called upon, then, to have capital to rick 4% an 
his business, and he is called upon to acquire and build 


up personnel capable of servicing machinery. In these 
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regards, the dealer must have stability and some security 
or Tenure. | 

*Personnel can be built up only by establishéd dealers 
who have a sufficiently wide territory of operation and who 
are not subject to unfair competition. The problem of 
trade-ins is an ever present example of the difficulty of 
unfair competition suffered by an established dealer, re- 
sulting from the inexperience of agencies who either have 
an unfair or preferred advantage, or who are merely oper- 
ating a business as a side-line. 

'The key note of this submission to the Royal commission 
is the matter of service. The farmer who buys machinery 


which is unsuited to his purposes and who is unable to have 


his machinéry properly set up and placed in operation, and 
who is unable to obtain efficient service promptly, must 
necessarily suffer substantial financial loss. fhis be- 
comes a loss to agriculture and an economic national 
loss. A farmer can be protected against such loss only 
if he is to be served by an established system of the 
merchandising of the goods that he requires. Such a sys- 
tem has developed, progressed and materialized in the 
province of Manitoba, and is now threatened with a set- 
back which will impede its acceleration of progress and 
may indeed destroy its ability to function efficiently. 
"The sale by cooperatives of farm machinery and 
equipment in Manitoba has nov yet reached large propor- 
tions. It is, however, submitted that the growth of 
cooperative enterprises in the United States and in 
Canada in the sale of consumers goods, and particularly 
to farmers, indicates clearly that the cooperative move- 


ment may soon assume very considerable proportions in 


Manitoba. 
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"As an example, in about October of 1944, Ganadian 
Co-operative Implements Limited purchased the assets of 
The Gregg Manufacturing Company Limited of Winnipeg, a 
purchase which involved an immediate investment of approx- 
imately $400,000. The Gregg factory in winnipeg is a 
branch of the Gregg Manufacturing Company Limited of Sis 
Paul, Minnesota. It is understood that canadian co- 
Operative Implements will continue to manufacture the 
lines formerly made by the Gregg company which include a 
long list of farm machinery and equipment. Jt is to be 
expected that the initial $400,000 investment will be 
materially increased when wartime manufacturing restric- 
tions are removed, and that. bie pilantow 11) peedd 4davo. hn 
order that it may be able to take oare of orders trom its 
farmer members... The present personnel Olt heeiantuis: an 
the neighbourhood of seventy-five emp lovesss. “i hasbeen 
reported that the governments of Manitoba, Saskatchewan 
and Alberta. propose to give financial support to Canadian 
Co-operative Implements Limited to the extent of $750,000. 
This support will be conditioned upon the cooperative com- 
pany itself increasing its,own, capital by at isast a wike 
amount. These figures add up to nearly $2,000,000, and 
give some indication of the trend toward the cooperative 
movement as to the supply of farm goods in Manitoba. 

"Tt seems unnecessary at this stage of the sittings 
of the Royal Commission that this brief should set forth 
a detailed argument as to the reasons why Manitoba Retail 
Implement Dealers Association believe that it is inequit- 
able that cooperatives in competition with them should 
not pay income and excess profit taxes. It is, of course, 


contended that cooperatives being free from the burden of 
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these taxes are able to accumulate capital to build up 
their reserves and to make refunds to their patrons which 
impose a crippling and unfair handicap upon the competitive 
position of the dealers. 

"A simple example may serve to illustrate. In two 
Manitoba towns on the same railway line and about twenty 
miles apart, there are seven established dealers in farm 
machinery and equipment. By ‘established dealers' it is 
again meant to convey that these are dealers who are 
equipped to give service. A cooperative concern commenced 
business in a neighbouring town. The territory is limited 
by waste land, by the United States boundary, and by the 
nearness of the towns to each other, and to other towns. 
Let it be assumed that each of these concerns makes a 
#2,000 profit over and above the reasonable living costs 
of those employed in conducting the business. A dealer-in 
one town requires to build a new warehouse. The co- 
operative likewise requires a warehouse. The dealer pays 
$1,000 income tax and has #$1,000 left over. The co- 
operative has #2,000 with which to construct a warehouse. 
It is submitted that this is discrimination. 

"Tt is further submitted and strongly urged that the 
welfare of the farmer is also threatened inasmuch as under 
the circumstances set forth in this example, i+ will not 
be reasonably possible that he will receive that value and 
service which is of prime importance to him and to agri- 
culture. 

i submitted, further, that the exemption of the 
cooperative constitutes unjustifiable discrimination in 
the general system of taxation and that the governments 


thereby lose an important amount of revenue which the 
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remainder of the community and ordinary income tax payers 
. must make up. 

tReference is made to the further repercussion when a 
cooperative sells to a farmer who igs not a member of the 
cooperative. This purchaser pays the tuLy prioe as oe 
would pay to an established non-cooperative dealer, and the 
appropriate resulting tax on the earnings arising out of 
his purchases are lost to the government. 

"This submission is primarily made in protest of what 
4s submitted to be an inequity in taxation, but it sich Ngan gle) 
again urged that it is not in the interest of the Manitoba 
farmer or of agriculture in Canada that the progressive 
stabilization of the service dealer in farm machinery and 
implements should be thwarted by government paternalism 
of a class movement. 

"Respectfully submitted by 

Manitoba Retail Implement Dealers 


Association, per it: Counsel, 
RR. Cie MOLT LSONg eis 


The president is here if it is your wish to examine 
him. 
THE CHAIRMAN: Do you wish to examine him, Mr. parker? 
MR. PARKER: I do not think there are any questions I 
wish to ask, Mr. Chairman, unless you have anys 


THE CHAIRMAN: I do not think “S00 * 
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FRANK INNES 
Past President, 
Automotive Trade Association, 
having been duly swom, 
testified_as follows: 

BY MR. PARKER: 

Q- In what capacity do you appear? A. I am appear- 
ing as past president of the Automotive Association. 

Q- How long have you been connected with the Associa- 
tion? A. I think I can safely say I was one of the 
LOUnCers, 

@. -How lone agor A. Pen years. 

Ue Did you prepare thestprre: A. with assistance. 

Q. Who assisted you? fs) LO Une irst sp lace ice mete 
executive meeting in January, the directors attending that 
meeting discussed this matter and instructed Mr. Willard 
and myself, with the help of officers of the Association, 
DO CO sahnead and prepare a .briet, 

Q.- How many constitute the executive? A. There were 
about twelve at that meeting. 

Q. Twelve out of how many? A. I would say twelve 
seventeen. 


Q. How many members have you altogether? A. About 


Q. Was this brief sent out to your members at large 
to get their views? Ae NOs 

Q. it represents the considered views of twelve or 
So of thes. executive’ A. In our organization our organ- 
izer travels through Manitoba and it is his duty to pick 
up any information or complaints from the independent 
dealers or members and report back to the executive, and 
it was on the strength of his report that this brief was 


written by the executive. 
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Q. You are not an incorporated body, your Association? 
Ae NO. 

QO. “DO's just anvagsoclatieom cep voeether for. your 
mutual help? A. Yes) Our mutual help and penerit. There 
may be in this brief the odd word that has been used inad- 
vertently, or there may be the odd typographical error 
Watch= 1 wili> correct: as T“eomalbone, 

"This brief is presented on behalf of the Board of the 
Automotive Trade Association, 

"This Association is a service organization operating 


within the province. Its active membership consists of 


hundreds of independent garage and service station oper- 
ators in almost two hundred points in all parts of Manit- 
oba, as well es about 90 per cent of those DO PERE “OL Gy 10L 
Winnipeg. Only persons established in such business are 
eligible for active membership. 

*The Association has been in existence for ten years, 
amd during its lifetime has been active in all movements 
having as their object the betterment of conditions in the 
trade; the promotion of amicable relations between members 
themselves, also between members and their suppliers, and 
the consuming public. 

"Tt has been diligent *n its support of the Wartime 
Prices and Trade Board and the Oil Gontroller; has been 
at pains in seeing that those in the business are inform- 
ed on all regulations laid down by these bodies, and in 
advocating their strict observance. 

"Tt took a leading part in urging upon the provincial 
government the necessity of an apprenticeship act, and 
since the passing of the act has had the automotive indus- 


try listed as a designated trade (thus making for a still 


o. 
he 


« i 
yi y 
ry 


- 
rT 2 


Es 
reve 
sy 


tec es 
eS at BS 


9-282 ~2215- Mr. Lanes 


higher standard of service), and has lent invaluable aid 
to the board in its work of completing arrangements for 
the application of the Act to this industry. 

"Tt is an active organization of a great deal of sub- 
stance. Most of the wholesalers of automotive equipment 
in the province hold associate memberships, and it can 
safely be said that the association is recognized, by 
those in the trade, as the voice of the independent gar- 
age and service station operators in Manitoba. 

Vine. exvans lon .Of pthe opetayLons.01. COneUme tCO- 
operatives in the distribution of petroleum products in 
the rural areas of the province has long been a matter 
of concern to independent operators. This expansion has 
shown a marked acceleration in recent years, and it is a 
fortunate circumstance that enables us to piace the case 
for the independents before the proper authorities at 

his time. 

"we shall make no attempt to cover the whole field of 
taxation Laws as affecting cooperatives, but will confine 
ourselves to the specific case in hand -~- the position of 
the independent operator of a garage or Service station 
competing with, or in danger of competing with the con- 
sumer cooperative. 

*Prom that standpoint, the following is respectfully 
submitted: 

‘The gale of gasolene in the province is conducted 
in the following ways: 

lL. Sale by) tank.car 

2. Sale from tank wagon 
%, Sale in barrel lots 
4, Sale at retail 


"The explanation is as follows: 
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"Sale by Tank car: 


"This type of sale is made by the refineries, and is 
confined to those with a storage of sufficient capacity to 
take delivery of a tank car of gasolene - approximately 
8,000 peter? These storages, in rural areas, are called 
"bulk stationst. Some are operated by the large oil com- 
panies: these are usually managed by a local man, who fre- 
quently is the operator of a garage or service station in 
Gie- OWN, Dub Not necessarily S045) He Jer responreibie tor 
Une, product, and receives’ fromthe oil company -reminer- 
actron in the form either of salary, or commission on 
Sales. 

mpome ,are owned and Operated Oy Private eoucerns 


Ocuer Uhdn the O11] companies, some by consumen coopera t— 


Sale From Tank Wagon: 

Wrote type of sale might be made either irom the main 
sporage plant of an o1l company Or froma bulk station. 
Tees Contined tO those operat ing sumiee Om ue lice lomo 
gasolene at retail. 

MSalg in Barrel Lots: 

"This.type of, sale is eoentlimed. to, farmers.) Ol. indus= 
triad. users who.purchase.inebaxrrel) Lots. Or.ereater.) bus 
whoe.do not: sell. at» retail. It: ine ludes, sales Go companies 
operating what are known aS consumer pumps for serving 
their own commercial vehicles, etc. The sale may be made 
by an oil company direct; a bulk station operator, or by 
a retailer. ' It may be made from a tank wagon,: or in 


barrels, but is known as a barrel lot sale. 


"Sale at Retail: 


"This type of sale includes all sales by the gallon 
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to operators of motor vehicles and others buying in less 


than barrel lots. 


Uscneuiie of Pricesepreads: 


Win simplified. form, the penerally, prevailing price 
Spreads in the province are as follows: (Spreads shown are 
approximate, and may vary between concerns or areas). 

Sie OO Dine G6 ees tp eee Do oute rn alice 

We Dave Dov. abtempied Go, puts one Dricevsy were. We are 
using that as a basic price. 

TSS Wa COL. sous sis eile ee OC d Oe re Int Cut ae Oe 

PROCS LOG es, stale se sieyeetaye se POOL Che Comp Lis. 6 UAG 

BROCE). sian vile ua Ss ae es ee Doe Eat Ook a lea Cine? 

tiatis the retail here’ in Winnines. VAL eoounery points 

that varies. In the basic price and the tank wagon and 
barrel Lob prices there is very )ittlse vyeriation up to than 
point, but the retailers are their own boss and may take a 
larger margin at country points than we have. 

WAll gasolene sold in the province is subject to the 
following taxes: Federal- .03¢; Provincial- ,07¢; total- 
2O¢. but as this) is collected at the, source at does 0G 


affect. the price spreads. 


"The Independent Retailer, regardless of the volume of his 
business, Or the Services offered Im commeciicn Win i. 
purchases his.supplies of gasolene for use in his retail 
pumps at the tank wagon price, viz: basic price plus .03¢ 
per gallon. It follows, therefore, that his margin of 
ProLLoy toe 

Bales et. Pevaiciy «sess verte see O045¢ 


SE ves° in barrel 20 Gees eeu. cee eOl¢ 


the Consumer Cooperative, at the outset, purchased gaso- 


lene in barrel lots, which were distributed from 4 ware- 
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house to members. Later, however, groups were organized in 
certain districts who financed the establishment of bulk 
Stations. When such a bulk station was in operation, pur- 
chases were, of course, made at the basic price. On. the 
face of the matter, no fault can be found with this, as 
independent operators have the same opportunity. 

"But, with the passing of time, the tax-free position 
of these groups has enabled them to accumulate large sur- 
pluses, and today, we find that without further investment 
On the part of the shareholders they have been able to en- 
croach on other branches of the automotive industry, such 
as establishing repair garages; departments for the gale 
Or ‘batteries, tires, accessories, etc. The profits on 
these. transactions also being tax-free, their relative 
position becomes further enhanced with each new venture; 
the savings in unpaid taxes increase, and the movement be- 
comes a veritable avalanche increasing in momentum by its 
growth, and in growth by its momentum. 

"Tn the foregoing, we have dealt only with places 
where the cooperatives have established bulk stations. 
These instances, though normal under existing laws, serve 
to illustrate the position in which the tax-paying independ- 
ent is placed when forced to compete with the tax-free co- 
operative. 

"In later years, however, the power accruing to the 
general cooperative movement from this beginning, has 
assumed proportions bordering definitely on the vicious, 
as we find that the following Situation exists today: 

"The cooperatives, led by these locals with bulk 
stations, and including many other locals with no more 


facilities for the handling of gasolene than a mere 
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warehouse, or perhaps a retail pump, place in the hands of 
a central cooperative buying agency a tentative order for 
their entire requirements of gasolene for a given period - 
say a year, or season. This buying agency, vested with this 
amount of purchasing power, has been able to negotiate, with 
the great oil companies, contracts or arrangements for the 
purchase of gasolene on a very favourable basis. 

Wwe do not say that the locals which operate bulk 
stations buy at less than the advertised basic price; it 
may be suspected, but substantiation is lacking." 

The brief says: ‘advertised basic price”. That is a 

: | wrong wording; it should be ‘normal basic price”. Contin- 
| uing. 
"We do Know definitely, however, that the other locals men- 
tioned above, which have no or only meagre facilities for 
handling the product, are able, by virtue of these arrange- 
ments, to go to a bulk station operated by an oil company, 
and purchase gasolene in barrel containers at one-half 
cent over the basic price. his is 3g¢ less than the 
standard barrel price; 2$¢ less than the price at which 
the independent competitor can purchase the product for use 
in his retail pumps. 

wwe ee a case on record where an independent service 
station operator is also the manager of a bulk station 
owned by an oil company. It is an actual fact that he him- 
self must pay for gasolene supplied to his own retail pumps 
from the bulk station he manages, 23¢ more than he is 
instructed to charge the cooperative which picks it up 
from the bulk station in barrel lots. 

"There are cases where an oil company may own a 


service station. This station is rented to an operator, 
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who is expected to pay rent for it to that company, and 
make a living, after paying tank wagon price for gasolene 
purchased from the bulk station owned by that company, 
while the same company, through the pressure brought to 
bear upon it, must supply a cooperative warehouse the same 
gasolene in barrel lots from the same bulk station, at 2%¢ 
less than the price paid by its own tenant. 

"Tn these cases,therefore, we find that from the 
standpoint of the independent, the cooperative is an oppon- 
ent wielding a two-edged sword; first, it has all its nor- 
mal profits tax-free; second, it has the additional profits 
realized through its low cost. These double savings, 
neither of which is just, can soon accumulate’ to a point 
where the cooperative, without further investment on the 
part of its members, may expand into all fields of the 
automotive trade. 

Moreover, the oil company must pay expenses, and as 
the one-half cent margin realized on these barrel sales to 
the cooperative cannot cover the per gallon expense of the 
bulk station, the price of gasoléne to the independent 
must, of necessity, be advanced to make up the difference. 

Here, then, we have a Situation perhaps unparallelled 
in any other phase of consumer cooperative activity at this 
time, in that the tax-free position of the cooperatives, 
inequitable in any event, has enabled combined cooperative 
eroups to amass sufficient buying power to gain special 
concessions from large companies, so that they have a 
three-fold advantage over legitimate competitors; to 
wit: 

1. They are tax-free, while the competitor pays taxes; 
2, They purchase their requirements below normal 


we 


healthy levels; 
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3, Their ability to do must result in the competitor's 
price being above normal levels. 

"The avowed purpose of the cooperative movement, in 
its inception, was to combat the monopolistic tendencies of 
large vested interests; but we find that in this instance it 
is now itself the vested interest, with the self-same ten- 
dencies it so recently condemned, and its only victim is the 
struggling independent operator. 

"Tt has become, in fact, the very thing it was created 
tO Oppose. 

“While for the immediate present we have before us 
only the instance here treated, we should remember that the 


game situation can easily develop in all fields of merchan-~ 


dising; Indeed, this development may well be started 
already, and if permitted to spread unchecked it can 
threaten our whole economic structure. 

"In the instance under review, a like case could be 
built up today regarding the sale of other petroleum prod- 
ucts. We have chosen to deal with the single example of 
pasolene, as it is most widely prevalent; it is clear-cut 
enue Trosmor complications; the issues are sharply defined, 
and the illustration should serve, we submit, to demon- 
strate the justification of our position. 

‘That position is: 

‘That the laws which permit, by virtual subsidiz- 
ation, this unprecedented expansion and usurpation of 
power on the part of any one class of business operator 
at the expense of others in the same field, if conceived 
in honesty ~ which should not be doubted - must have 
been designed for application in an era in our national, 
economic and social life which has now passed, and that 


they have become, by their very obsolescence, inequitable 
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and irreconcilable with our national heritage of free 
enterprise under impartial .legislation. 

We submit that our elected governing bodies should so 
alter these laws as to make them justly applicable to pre- 
sent conditions, by withdrawing the tax exemptions now 
applying to consumer cooperatives." 

BY MR. PARKER: 

Q. In Manitoba is the gasoline trade controlled to 
any extent by the public utilities board? Aus wed Op ehO.0: OO 
my knowledge. 

Qe _ There is no govemment restriction on the number of 
retail outlets that can be set up in this province? 

A. No, not to my knowledge. 

BY MR. SCARTH: 

Q. Turn to page seven. In the second paragraph you 
say: “It is an actual fact that he himself must pay for 
gasoline supplied to his own retail pumps from the bulk 
station he manages, two and a half cents more than he is 
instructed to charge the cooperative which picks it up 
from the bulk station in barrel lots." You méan, Uhewco- 
operative can buy at two and a half cents cheaper, than 
the retary A. In the oil buSiness in western Canada 
practically everyone that works in the business works for 
a firm that cannot publicly come out and give information 
with that firm's name attached to it, but our information 
in this regard was got from men in high positions who are 
in a position to offer the sale of gasoline to these co- 
operative movements, and in that regard we cantt divulge 
their names because their livelihood might depend on it. 
I have a letter, if the Commissioners would wish it, from 
a retail merchant. I have recopied it and left out the 


names of the oil company and the retail merchant and the 
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town he comes from, and another man he mentions, because 
the man he mentions is the tenant of an oil company. I 
tery Ouo The company's name because it would not be fair 
to them to bring one company's name into this meeting and 
not have them all. But I can take my oath, and other ; 
gentlemen in the room can take their oath, that outside 
of deleting names this is an exact copy of a letter from 
a retailer. 

Q. You do not know the facts yourself, apart from 
what you have read in the letter. You are not personally 
acquainted with the facts? A. No, but our organizer 
has personally talked to these gentlemen. 

Q. I want to have two or three points made clear. 
You say that the cooperatives buy two and a half cents 
cheaper? Ales Les 

Q. And you assume that they pass that on to the 
farmer. Is there any objection to the cooperatives get- 
ting gasoline and oil two and a half cents cheaper for 
the benefit of the producer? A. There is this objec- 
tion from our standpoint, and I am speaking as a retailer 
myself, that when I am not allowed to buy gasoline at a 
eran price without certain equipment, I cannot see 
where any form of combine should be allowed to be created 
that can have that privilege over the independent; and in 
this case, where the cooperative has no bulk.facilities, 
through their massive purchasing power they are obtain- 
ing that privilege where the independent dealer if he 
paid the like amount would not obtain it. 

Q. Would you say it would be due to the fact that 
the cooperatives do buy large quantities through organiz- 
ations? fh. Yess 


Qe And they get a cheaper price? A. YES 
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Q. What do you mean by the word *pressure"? Is that 

because they have greater buying power? A. Absolutely. 
BY MR. MILLIKEN: 

Q.- I suppose it would not make a difference to the 
cooperatives, they would still be able to buy two and a 
half cents a gallon cheaper if they paid income tax? 

A. I suppose they would. 

@. And your complaint reaily is with the oil compan- 
les that sell to them at two and a half cents less. You do 
not blame the cooperatives for buying it? A. Adsolutely 
not; the complaint is not with the oil companies. JI would 
put it ae way. If one hundred independent retailers were 
to set up a purchasing department which had a like purchas- 
ing power, through the quantity.which they would buy, we 
would be forced.to set up a company or partnership, and 
any profits accruing to the purchasing department would 
be taxable and any profits after taxation was paid, which 
might be paid to us, would again be taxable. 

Q@. But is not this your complaint: that the cocoperat- 
ives Decause they are not taxed, are buying Ghis o1t 
cheaper when you admit that as a matter of fact it is not 
because they are free from taxation that they buy oil 
cheaper but because they buy in large quantities. If they 
were taxed, the only difference, you would say, would be 
that they would not be spreading so rapidly? A. they 
would not be spreading so rapidly and would be on an equal 
competitive basis. 

Q. Have you proof of the statement you make at the 
bottom of page five: "We find that without further invest- 
ment on the part of the shareholders they have been able 


to encroach on other branches of the automotive industry." 
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A. I think the answer to that is this. I was in the room 
the other day when Mr. CGhown gave his brief and he stated 
it himself. 
Q. That is where you got it? ha (Sas 
BY MR. ELLIOTT: 
9. When was your Association formed? UN ial ced aa 
Q. What is the significance of the term "independent 
garage and service operators"? A. Well, the independ- 
ent is the man who is running his own premises or owns his 
own premises and runs his business. 
Q. ws distinct from cases where the pump is owned by 
an oil company? A. It may be owned by a company but 
| the man runs the premises and operates and payS expenses. 
There are not more than ten or fifteen cases in Manitoba 
where the retail outlet is operated by an oil company. 

9. But the distinction is between the outlet being 
operated by the oil company and the outlet being operated 
by someone other than the oil company? he PLes. 

Q. On page four you mention the spreads between var- 
jous prices. Who fixes those spreads? AW Wher emen— 
euoned Spreads —- 

Q@. This applies to Winnipeg. Who fixes them’? 

A. As far as the retailer is concerned, he may sell at 

any price he likes. oe to the spread from the basic to the 
tank wagon and the barrel lot prices, I could not tell you 
who fixes them. They are just in operation. I am not in 
the wholesale business and could not say who makes their 
prices, but the retail price is not fixed by anybody in 
Manitoba except the Wartime Prices and Trade Board at the 
basic ceiling. 

Q. But the other spreads are quite general? 


A. Yes. They might vary from one zone to another but T 
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think it would be practically the same. 

Q. On page nine you say: "The avowed purpose of the 
cooperative movement, in its inception, was to combat the 
monopolistic tendencies of large vested interests.” Was 
one of those monopolistic tendencies the tendency to 
charge uniformly high prices? Aww o T? Combes notasay whether 
it was to charge uniformly high prices. 

Q. Would you think it unreasonable to include that 
among the tendencies to combat which the cooperative was 
formed? Aw :If. your. oharge ai manta, deliar stoma fifty 
cent article and you are tax-free and can give him back 
fifty cents it does not matter much what you charge him 
origina liv. 

Q.° Do-you subscribe to the sentence at the top of page 
nine? You helped to prepare the brief. Bike i OGy) biG ui 
Li eeLOn 

Q. You have not in mind, among bie monopolistic ten- 
dencies, the terdsney to combine in order to keep up 
prices? A. No, Ighave not.) Sothink 1 Race minwe 
game thing that Mr. Chown had in mind when he said they 
were against monopolistic tendencies. go he said the 
other day in his brief. 

BY MR. ARNASON: 

Q. Speaking of monopolistic tendencies, have you any 
information which would indicate the percentage of petrol- 
eum products distributed by cooperatives in Manitoba? 

A. Not in gallons; I have not. But throughout the last 

ten years, and especially throughout the last five years, 
when conditions have been good the spread of cooperatives 
has been accelerated. 

Q. Would you say that was due to increase in busines: 


or in part to the upswing in business conditions generally? 
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A To eould: nol sayvexcactlyy, because there have been more 
cooperatives opened during the last five years, and per- 
haps the upswing in business may have offered them the 
opportunity to form cooperatives. I have some statistics 
from the Manitoba government indicating the numbers incor- 
porated over a period of years. The figures I am about 

to give were obtained from the office of the Provincial 
Secretary in Winnipeg. At December 31, 1944 there were 

in active operation in Manitoba 115 consumer cooperatives. 
The years of incorporation, with the numbers pmCOTpOTAaved, 
are: 


fepep 2; 
Pon9 
1920 
Len 
1927 
1928 
Lea? 
1930 
one 
1932 
1935 
1936 
Woo 
1958 
1939 
1940 
1941 
1942 
19438 
1944 1s 
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There were none incorporated in the following years: 1922; 
1923; 1924; 1925; 1926; 1953; 1954. These figures that I 
have given you seem to bear out the complaint of the 
independents that in years of depression and poor crop 
yields the people do not start consumer cooperatives. Of 
the 113 cooperatives incorporated in Manitoba, eighty-three 
were incorporated during good years. 

Q. Do you know of many petroleum products retail 
outlets purchased by cooperatives during the last two or 


three years, having regard to the restrictions imposed by 
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the Dominion Oil Controller? A. Wo; I could not give 
that information. The general practice of the cooperative 
is to take a warehouse and sell first in barrel lots to 
Potters and «eter. 20 inte. the, retad lk end iof) at 

Q»- You are aware of the restrictions with respect to 
the establishment of new retail outlets under existing 


conditions? Nien anes 


GEORGES PREFONTAINE 

General Manager and Secretary- 

Treasurer, Manitoba Co-operative 

Cheese Producers, having been 

duly sworn, testified as follows. 
BY MR. SCARTH: 

Q. You are the General Manager and Secretary-Treasurer 
of the Manitoba Co-operative Cheese Producers? Aue ean 
a. Gre ctar, 

@. And you prepared the brief. You are aware of its 
contents? Be. Vee. 

Q. And they are true to the best of your knowledge? 
fe Yes 


QO. Will you, read the brief? A. J have submitted 4 


schedules to the brief, which I will now read; 


"Conditions Before Cheese Co-operatives Organized 

"Cheese making in Manitoba prior to 1929 was practic- 
ally negligible, and was confined to two factories in the 
southeast portion of the province. 

‘The dairy farmers of that section experienced great 
difficulty in selling their milk -- transportation to the 
Winnipeg fluid milk market was difficult and only those 
close by could deliver to the then existing cheese factor- 
ies. The dairymen were therefore faced with the problem 


of finding a solution to their marketing difficulties or 
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disposing of their herds. About 1933, the price of butter- 
fat was ranging from 13 cents to 15 cents per pound for 
top grade if a sale could be made. Unfortunately, due to 
transportation this grade was hard to realize and only 
approximately 9 cents per pound was actually received in 
many cases. 

"Cheese Co-operatives were born in desperation in the 


depression period on a non profit basis. 


NOrganization 

tSeveral meetings were held in some of the communities 
affected by these serious conditions and finally producers 
realized that the production of milk was the main source 
of income and that they had to solve their own problem. 

"They decided to form cooperatives and the first co- 
operative cheese factory was created in 1932, Like,» the 
majority of these now existing cheese cooperatives, it was 
incorporated under what is known as Part 7 of ‘The Compan- 
jes Actt 1940 R.S.M. Chapter 36. 

tAlmost entirely the cooperatives are situated in the 
type of country suitable for mixed farming Tether than 
grain farming. And there are twenty-one of them, 

"At the time the cheese cooperatives were organized, 
there were only two privately owned cheese factories and 
they were small ones in the portion of Manitoba where the 
cooperatives have developed, and for that matter cheese 
manufacturing in Manitoba by private industry at that 
time was negligible. 

"Private capital or private industry offered no sol- 
ution and no help. Generally speaking, farmers had no 
credit. Perhaps I can best illustrate the situation at 


that time by quoting from the reply of Kleefold Co- 
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operative Dairy Limited to a questionnaire ~.sent out in an 
effort to gather information for this Commission: 
'Our society was org; .ized in 1935 in the middle: of the 
depression years and I think we owe a lot to the men 
who had the courage to organize and spend money (at a 
time when drought, grasshoppers and low prices seemed 
that they would drive every farmer from his farm) in 
the hope that they would be able to improve this con- 
dition somewhat by building a cheese factory through 
which they hoped to be able to get more Por wievn 
milk, and they did too, and I think they have achieved 
a ee more than they had in their minds at that time’, 
| or did dare to hope for. [t never was our intention 
to make mcney with the cheese factory -- the only 
object is to get the most out of OUT mek s* 
“Cooperatives got their start as a result of *this 
rather nondescript milk marketing system which was most 
discouraging to the dairy farming industry, 
*"Aohedule 1 hereto attached is ghowing the names and 
addresses and the date of establishment of local co- 


operatives. 


"Capital structure - Locals 

*Local cooperatives are on a Share capital basis and 
shares sell for $10 apiece and in most cases members paid 
for at least one share in cash. Additional Shares were 
ae ee paid for in cash or deducted from milk deliveries. 
Some paid interest on shares, others didntt. 

"Tt is worthy of mention that many members have pur- 
chased additional capital stock to help improve the build- 
ings or acquire additional equipment. 


“The amount subscribed forthe average cooperative : 
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cheese factory ranges from $1,000 to $3,000. 
"Membership - Locals 

‘Membership in these local cooperatives is open to any- 
one subject to the approval of the board of directors com- 
posed of seven directors elected at the annual meeting. 
At all general meetings a shareholder has one vote regard- 


less of the number of shares hela, 


‘Methods of Doing Business - Locals 

"Local cooperatives do business on a non-profit basis. 
Most factories deduct a flat charge of so much per pound 
of cheese to cover manufacturing costs. All of the monies 
received, save this deduction are disbursed to the farmer. 
Tie present general charge is usually 3 cents per pound. 
It is figured so closely that there is not much room for 
a surplus. If there should be any surplus left, over and 
above expenses, it is allocated to the shippers in propor- 
tion to their milk deliveries, 

"Centralized Selling 

"Tf the creation of local cheese cooperatives solved 
to some extent the problem of dairy farmers, the factories 
soon realized that with the limited buyers in the city of 
Winnipeg, they had to find ways and means of disposing of 
their cheese output. 

"They soon realized that while the establishment of 
local cooperative mace factories had improved the dairy- 
men's condition, each factory by competitive selling was 
depressing the market. 

"In 1934 the Cheese Manufacturers Association was 
formed, which by joint meetings with buyers tried to 
establish a uniform price for Manitoba cheddar cheese, 


No firm agreement was obtained and the Manitoba Cheese 
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Manufacturers were never able to est for their cheese the 
equal of the weekly price declared by the eastern cheese 
boards, particularly during the period of heavy produc- 
tion, 

"In 1941, the local cooperatives formed a central co- 
operative, known as the Manitoba Co-operative cheese Ppro-~ 


ducers, to act principally as a selling agency. 


“Membership and Operation ~ Central 

"This central organization has no capital structure, 
Membership is open to any factory engaged in the manufact- 
ure or processing of anaes Or dairy products subject to 
acceptance by the board of directors. The membership fee 
is One Dollar. One member has one vote. 

"The affairs of the association are managed by a board 
of seven directors elected by the shareholders at a gers ral 
meeting. These directors carry on the business of the 
Central Co-operative through a manager appointed by them, 

"AS previously mentioned, the Selling agency or cen- 
tral cooperative whose corporation name is Manitoba Cos 
operative Cheese Producers has no assets. Its agreement 
with the local cooperatives is that it shall deduct a 
sufficient amount to cover the expenses including storage 
in a cold storage plant, where the cheese is delivered by 
the local cooperatives, and where it remains until sold 
by the selling agency. In addition to storage expenses, 
there are small selling expenses, and at the present time, 
cost otf operation is taken care of by a deduction at the 
source of approximately one-quarter cent per pound. Dur- 
ing the past four years the deduction. at the source has 


more than covered the expenses and a small operating sur- 


plus has been registered, 
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"Rach year the ascertained surplus has been divided 
and allocated to the member cooperatives in proportion to 
the volume of business contributed by each. Although the 
allocation has been made by the Sanne meeting each year, 
no distribution has as yet been effected; the reason 
being as follows: 

"When the selling cooperative first commenced business, 
it had no available funds with which to pay the local co- 
operatives for cheese deliveries until collection had been 
INMeade. THis meant at least. two weeks Gelay. 

whAs'uecided at the annual meeting, directors have re- 
tained, as yet, the above allocated funds and as a result 
of this small working capital, are in & position to pay the 
local cooperatives weekly for their deliveries. 

"Tt is Likely that at the 1945 annual meeting distrib- 
ution will be authorized of some of the allocations pre- 


viously made. 


(1) "The locals were organized individually and spontan- 
eously to create a market for miik. 

(2) "Mo realize a living price for milk, 

(3) "The central was organized to market the cheese pro- 


duction to:the best advantage. 


(4) "To improve the quality of Manitoba cheddar cheese. 
"Accomplishments 


(1) Production: 

Proof that a good market has been created for milk 
in this area is shown by the remarkable increase in cheese 
production since the first cooperative cheese factory was 
organized in 1932. oCheese production has increased as 


follows: 
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"Prior to cooperatives: 1931 approximately 900,000 lbs 


1937 it 3,000,000 Lbs 
1940 i 4,500,000 lbs 
1942 a" 5,000,000 lbs 
1944 i" 4,000,000 lbs 


(2) Returns: 

"Whilst much of the increase in the pri cesoi@dairy 
products is due unfortunately to the existing conflict, we 
feel that a considerable percentage of the increase of the 
price of fluid milk and cream is due to the influence of 
the cooperative cheese factories, 

"Butterfat prices have never gone back to the rock 
bottom price of 13 cents per pound paid prior) to) the for- 
mation of the cheese cooperatives. Today cheese milk 
Shippers are realizing about 51 cents per pound of butter- 
Pau Or yineir milk. 

"In 1933 cream Shippers received between 45 cents and 
40 cents per 100 pounds of milk. After some of ‘the factor- 
les were in operation for less than a year, producers were 
receiving 75 cents to 80 cents per 100 pounds, a substan- 
tial increase, 

(3) Quality 

"Until recent years, the provincesof ontario and 
Quebec were recognized by the trade as the only producers 
of good cheddar cheese. Since 1937 our efforts to improve 
the quality of our product have proven most encouraging 
and the following federal report on Manitoba cheese grad- 


ings is tangible proof: 


Per Cent 
Year First Grade 
1940 -  “89,95% 
1941 92.87 
1942 93.12 


1945 95,54 
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"You will note the increass in quality due to educat- 
jonal work and efforts of cooperation. 
"(4) Decentralization: 

"The prosperity of a people is not measured by the 
height of smoke stacks of manufacturing plants or the 
imposing fronts of the business structures in the main 
centres, but lies in the general well being of the common 
even the most remote and humblest homes in the country 
side. Our cheese factories have improved the welfare of 
our farmers and we feel they should be encouraged and 
cited ag an example to other rural communities. 

"(b) Central Selling: 
| "Before the central cooperative was organized, Manitoba 
) cheese invariably sold at considerably less than the east- 
ern cheese. The difference during the heavy product ion 
was as great as one cent to two cents per pound for the 
same grade. Since the competitive selling of various co- 
operative factories has been removed by marketing through 
a central organization, this differential has been elim- 
snated. Actually, at times, Manitoba has enjoyed the 
novel experience of a higher price than the eastern prod- 
UCT. 

*In our opinion, there 4g no other person or .corpor- 
ation in the province of Manitoba performing the same 
functions as this central cooperative. Thoso far ast 
ig a Selling agency it superseded each of its member co- 
operatives wno used to perform this task themselves. NO 


other bodies ever attempted these duties. 


"Conclusion 


"The cheese factories were organized of necessity 


during the depth of the depression. subsequently, in 
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order to eliminate competitive cooperative selling, the 
central selling agency was organized. 

*Both the locals and central body are organized on a 
non profit basis operating solely for the benefit of the 


producer.' 


Document filed with brief: 


‘Schedule "Att - Names and addresses of 
cheese cooperatives. 


BY MR. PARKER: 

Q. Will you look at page two of the brief where you 
are quoting Trom the JTetter. LT suppose you adopt as your 
own the sentiments expressed in those words you have 
quoted there? You put that forward as your own belief? 

A 2 ees 

Q. You say; *It never was our intention to make money 
with the cheese factory -- the only object is to get the 
most out of our milk." What is the difference betweon the 
two -- making money and getting more for your milk? 

A. They made money, getting a little higher price using 
the cheese factory. 

O,. That 1S a prorLic? As Th 1S surplus mone, 

Q. If they sell milk Por considerably more; 

A. The people were away from the station, fourteen miles, 
had no road and couldn't make a living on their milk. 
| Q. If a man produces something at a cost of 20 cents 
and he can sell it for 25 cents he makes 5 cents, and if 
he can increase that to 30 cents, that is an additional 
o cents. a. Les 
Q. On page three you say: "Tt is worthy of mention 


that many members have purchased additional capital stock 
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to help improving the buildings or acquiring additional 
equipment." Is that arranged by deductions? How is the 
money raised to enable members to get additional capital 
stock? A. They bought new shares. Some factories put 
in new separators and they bought additional shares. 

Q. How did the men who bought the shares get the money 
to buy them? Was it out of capital they had or out et 
deductions? A. In most cases, deductions from milk 
cheques. 

"Tn the next paragraph you say: "Membership in these 
Local cooperatives is open to anyone subject to the approv- 
an OL ne board of directors composed of seven directors 
elected at the annual meeting.* poes everyone who ships 
in milk automatically become a member, or what does he 
have to do? A. Make application to become a member, and 
in our case -- I don't know about all cases -- they are 
admitted on a motion at a meeting of the board of direct- 
ors, adopting them as members. But all shippers are mem- 
bers. 

Q. All shippers are members? A. Yes, obecsuse hey 
all apply for membership. 

Q. Does the board ever make them members before they 
apply? A. Wo, mot that Pf bucwror. 

Q. This central organization is not an incorporated 
body? ke VSS Pees Ss 

Q. Incorporated under what? I thought it was an 
unincorporated body. A. We have the by-laws here. we 
have here the general rules and the memorandum. It was 
incorporated. 

Q. I am talking about the selling agency. Ae" Yes. 
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previously mentioned, the selling agency or central co- 
operative whose corporation name is Manitoba Co-operative 
Cheese Producers has no assets. Its agreement with the 
local cooperative is that it shall deduct.a sufficient 
amount to cover the expenses including storage in a cold 
storage plants", .and sO.0n. ..1tyis. incorporated? . 

Awe YeSs 

Q. You have attached the articles of association of 
the central selling agency? At. éYes « 

Q. You have not attached a copy of the memorandum? 

Ae bt is practically the same, 

Q. Just changed to suit the circumstances? han) Ves. 

Qe. And T.take.it from what you say on page Tive apour 
the allocation of surpluses that you have very little in 
the way of surpluses. Ade VORV TA tb ie ee Oemiie er re 
the St. Pierre local surplus, In 1941 we had.a surplus of 
$254.78, and in 1942, $92. 

Quer Aliocatione from the, central, te.tmes locas: A» .Yese 

Q. What does your own local pay to its members? 

A. We paid out in 1941 and 1942 one cent a pound butter- 
fat. 

Q. But how much did you hold back for working cap- 
ital? Ah. We held back only for buildings we bought. 

Q. How much did you hold back altogether? Aes ne 
depends on the amount of milk we have. 

Q. How much have you held back which you have used 
for working capital, now represented by buildings, cheese 
factory and that sort of thing? A. we bought our 
buildings. They cost about $9,000. 

Q. And equipment? A. Buildings and equipment. 


Q. And everything -- $9,000? raves. 
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Oe BLi paid tor? fia, DO-OSS 
Q.- Look at page six. You set out some figures in re- 
gard to the improved quality of the cheese. could not that 
improvement in quality have been brought about just as well 
if you had formed a joint stock company and given it the 
Same attention? he Yess 

Q. You do not claim that there is any particular vir- 
tue in cooperatives in the making of butter and cheese, any 
more than there is in any other company, provided those in 
charge give their attention to it? ise NOe 

Q. The cheese that you make you send to the central 
agency to sell? tN Gers r 

@. On what terms? fi. We send our cheese to the cold 
storage and they sell it for us and they deduct expenses. 
Than Leeall Ghat is done. 

Q- You have a written contract between the local and 
the central setting forth the terms on which they handle 
167 "hs. Yes, f£U the annual mectine wewmikere corto 
agreement that certain-moneys are to be deducted, apcrox- 
imately a quarter of a cent. 

Q.- When you send your cheese to the central agency to 
be sold by them under what terms do you direct them to 
sell -- to get the best price they can and give you what is 
left over? a. They gov’ the best price neyucan. ois 
ali sold in’one week and the average paid to’ each factory 
according to weight. 

Q. You do not necessarily get the exact return on 
the cheese made in your particular factory? Da os 

2. The cheese from.all the factories is pooled? 

9. And each factory gets the average of all? A. Yes, 
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Q. And they charge you sufficient so that they have 
something left over after paying expenses? A. Wwe have 
no capital at ail. 

Q@. I am not asking you. about capital. The central 
charges its locals -- A. Expenses. 

Qe Lt charges surricirent So thaw attervexpenses are 
defrayed there is a little balance left over? A. Yes. 

THE CHATRMAN: Some of the local associations pay 
interest on shares and others do not? 

THE WITNESS: Yes 

THE *CHATRMAN: Can you tell me the reason for the diff- 
erence? 

THE WITNESS: In our case we pay interest on our shares 
because when we started the farmers were hard up--in 1932 
and 1944--and some of the townspeople bought shares to 
help make capital. 

THE CHAIRMAN: You still pay interest on your shares? 

THE WITNESS: Yes. 

THE CHATRMAN: All Llocais do not? 

THE. WITNESS: Most locals do not. 

BY MR. PaRKER: 

Q. Does the central association dispose of cheese 
which it receives from anybody else but cooperative associa- 
tions? A. The only cheese sold outside a cooperative was 
gome cheese bought by the government in 1941 on account of 
some sickness being in one district -= typhoid fever. ‘mThe 
government bought some cheese from that. factory and put 
it in cold storage and asked the agency to sell it in 
three months. 

Q. In your list of cooperative cheese factories 


attached to the brief there are two dairies that have not 
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the word cooperative as part of their name. I was wonder- 
ing if they were non-cooperative. A. What are the names? 

Qs. JPaereris\ the Pea ne ea pairy and the Otterburne 
Cheese Factory. A. The Landmard is a cooperative and 
the other building is owned by an individual. The co- 
operative association pays so much for making cheese and 
they sell the cheese cooperatively. They are a member of 
the central selling agency. 

Ove the OLverburne is not cooperatives ero Les 2G 
is; but the building in which they make the cheese belongs 
to a private individual. The cooperative association has 
nothing to do with milk but just manufactures cheese. 

Q. On behalf of the central? A. On behalf of the 
farmers Gf vhev dist Pret « 

Q@. And the same is true of the Landmard? A. fhe 
Landmard i8 a true cooperative. 

Oo. iter that 16 %en tonrove Be Yes) < 

QD. Are you) sure you ‘are- wight on” thaty thet they ao 
not handle anybody elsets cheese? From your statement, 
this central agency handles a large amount of cheese and 
a large amount of money? fe? YES a 

Q@. Half a million dollars. po they send out to each 
local full detailed statements each year? i Very 
month they send us a statement of the cheese that was sent 
tn and sold for each Taciory « 

Q. Do they send you an annual statement of all oper- 
ations on ‘behalf of all associations? wee Ves. 

Q. Have you some of these? fw NO- 

Q. Gould you get for us copies of annual statements 
for the last five or six years? A. We have been oper- 


ating only three years. 
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Oy “Wert, Lor tie cnvec Yearsoy A. Yes. 
MR. SCARTH: For the use of the Commission. 
BY MR. VAUGHAN: | 

QO. There is a falling “off in the production of “cheese? 
ie PLCS. 

Q. You produced in 1944 less than in 1940% Bie Oe. 

G2 Prsugpose there is 2 reacony At LU SS owe vovome 
farmers selling cows because the boys went to the army and 
they cannot milk so many cows. The labour is short. In 
our district the government tested the cows in 1942 and 
killed 125. The farmers are raising a few calves now and 
trying to reestablish their herds. 

BY MR. ARNASON: 

Q. In view of the situation to which you have alluded, 
would you say that there would be a tendency for such con- 
ditions to become more acute on the farm where milk is ship- 
ped to the cheese factory, as compared with the farm where 
bas producer Ships ‘cred: As UP wound NOtesa yn, aie 
farmer ships cream and he skims the milk at home and the 
truck comes and picks up the cream. 

Q. Would it make the labour problem more acute? 
et” VL OCr. 

MR. NADEAU: Je vous remercie, M. Prefontaine, de 
votre excellente presentation. 

MR. PARKER: There is a short brief filed with the 
Registrar a day or two ago on behalf of the Swan River 
Board of Trade. I am told that no one wishes to appear 
to read it, but they would like to present it. It has 
not yet been given a number. 

MR. THOMSON: I was asked to present this brief by 


the Swan River Board of Trade, but I have had no part in 
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the preparation of it and I could not be examined on it. 
Pe Wo. Wisi. CA. Peal at « 

THE CHAIRMAN: It is very reminiscent of another brief 
that has been presented. It is almost in the same lan- 
guage. Do you wish to read it? 

WR. THOMSON: TI did not know of any other. 

THE CHAIRMAN: This reminds us of something we have 
heard quite .recently. However, if you wish to go ahead 
we Will listen to it. | 

MR. THOMSON: I have no desire to read the brief if 
you have already heard the same thing. 

THE CHAIRMAN: You had better continue. 

MR. THOMSON: Was it presented here -- the one that is 
Similar’ to this? 

THE CHAIRMAN: The two are not identical, but very 
mneariy SO. The conclusions are word for word the same as 
those contained in the brief submitted on behalf of the 
Retail Merchant's Association eariier im tie day. 

MR. PARKER: Somebody suggested that the copyright laws 
were violated. 

THE CHAIRMAN: I think we can take it as already cover- 
ed. There are some other matters to be disposed of before 
we conclude the proceedings. Mr. Macdonald, the chartered 
accountant who gave certain figures, undertook to answer 
later any questions that might be asked him. S§0 far as 
the Commission are concerned, they have no questions to 
ask. If there are other interests present who wish to 
examine Mr. Macdonald they can be given the opportunity. 

MR. SCARTH: I am afraid he has gone. 

MR. PARKER: We can consider that case closed. There 
are only two briefs left. One is a submission by Food 


Distributors of Manitoba. Mr. Moore, the Secretary, said 
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he would be here at four o'clock but he has not yet come. 
In the meantime we might take up the brief that has been 
Pa Led by the C.C.F., Manitoba section. 

MR. MARSHALL: I am appearing in support of the brief, 


Mr. Chairman. A letter was sent to the Registrar, Major 


Woods. 
JOHN MARSHALL 
C.G.R. «(Manitoba Séc tion) 
having been duly swomm, 
testified as follows. 
BY MR. PARKER: 
GQun.smere, do you reside. Avutia the weian net Wann= 
igen. 
Q. Have you been here for Some years? Ayo len 


months. 

Q. Where were you previous to that? Atte Worked 
for the American government on the AleSka highway. I am 
a native of Saskatchewan. 

Q@. Did you prepare this brief in the name of the 
C.C.P.? oop eae 

Q. By what authority do you present Lt? Aide) One Ge 


authority of the provincial executive of the Manitoba 


THE CHAIRMAN: May I enquire what interest the C.C.F. 
has in this investigation? 

THE WITNESS: As a political party the C.C.F. is not 
interested in this investigation, Mr. Chairman, but it is 


interested independently in the cooperative movement. 


THE CHAIRMAN: Has it been asked by the cooperatives? 

THE WITNESS: Noe I would like to make that absolut- 
ely clear. We were asked by none of the cooperatives in 
Manitoba or in any other province to prepare or present 


this brief. It was done on our own initiative entirely. 
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THE CHsIRMAN: On those conditions you may go ahead. 

I have not read the brief but I hope there is no political 
propaganda in it. 

THE WITNESS: As far as I am concerned, there is no 
propaganda, but there may be a difference of opinion. The 
brief reads: 

"Hncouragement of the Co-operative Movement has become 
a matter of social policy, not only nationally, but inter- 
nationally. There is wide agreement, if not unanimity, 
among the democratic nations that cooperatives have a 
large and growing part to play in the economy of the future. 
The league of Nations showed a consistent interest in the 
Go-operative Movement, and the International Leoor Orrice 
maintains a cooperative service which has made member 
nations increasingly aware of the economic and social 
values of the movement. At various times, international 
conferences have recommended the encouragement of co- 
operatives as a gerne SRY ne One of the most 
interesting of these was the Second Inter-American confer- 
ence of fgriculture, held in Mexico Gity in 1942 and 
attended by delegations from the twenty-one Republics of 
the western hemisphere. This conference stressed the 
important part cooperative organizations can play in 
improving economic and social conditions in agriculture. 
It recommended “that the countries of America encourages 
the constitution of agricultural producer associations. 
The cooperative is recommended as the basic type.’ 

(The Co-operative Movement in the Americas, pA 58). Only 
through a technicality was Canada not represented at the 
conference; though not a republic, she is one of the 
‘countries of America’, and by implication a certain 


snternational obligation rests upon her, to encourage 
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cooperative development. 
“Hot Springs Resolution on Cooperatives. 

"Canada, however, was present at ie United Nations 
Conference: on) food) and Agriculture, which met at Hot 
Springs, Virginia, in May and June of 1943. fThis confer- 
ence of experts, perhaps the most significant of all 
international conferences, laid the basis for internation- 
al collaboration towards an expanding economy of abundance, 
which would guarantee freedom from want to all peoples of 
bhe worlds. This v6érain, the Spirinior: wherUniveds Nations 
Declaration of January 1, 1942, which endorsed the Atlantic 
Charter, with its promise of 'freedom from fear and want!. 
As one of the twenty-six (now thirty-five) signatories to 
the United Nations Declaration, and as one of the forty- 
four signatories to the Declaration and Resolutions of 
the Hot Springs Food Conference, Canada has an inescap- 
able international obligation with respect to the co- 
operative movement. One of the most notable resolutions 
of the Hot 3prings Conference was that which recognized 
the social and economic advantages of cooperative organ- 
izations in the production and distribution of foodstuffs, 
and recommended active assistance to and encouragement of 
the cooperative movement as a common policy of governments, 
nationally and internationally. 

“The Hot Springs resolution is worth quoting in full, 
because it shows how specific the agreement among nations 
has become on the essentials of an international - policy 
for the promotion of cooperatives, and because it has a 
direct bearing upon the subject of government taxation 
of cooperative savings, We quote: 

‘IXVII. GO-OPERATIVE MOVEMENTS. 
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1. ‘The cooperative movement has been of very great impor- 
tance in many countries, both to urban and rural popula- 
tions, especially in agricultural districts where farming 
is based on small units and in urban areas of low-income 
families; 

ayo The proper Tunctioning or wocperatimve societies may 
facilitate adjustments of agricultural production and dis- 
tribution, as members have confidence in the recommendaa- 
tions and guidance of their own cooperative organizations, 
which they know operate in the interest of their members 
and Of Society in general; 

3, 'The democratic control and educational programs, which 
are features of the cooperative movement, can play a vital 
part in the training of good democratic citizens, and 
assist in inducing a sound conception of economic mat- 
Gersy 

'The United Nations conference on Food and agriculture 
recommends: 

Ll. 'fThat, in order to make it possible for people to 
help themselves in lowering costs of production and costs 
of distribution and marketing: 

(a) tAll countries study the possibilities of the 
further establishment of producer and consumer cooperative 
societies in order to render necessary production, market- 
ing, purchasing, finance and other services; 

(b) ‘Bach nation examine its laws, regulations, and 
institutions to determine if legal or institutional 
obstacles to cooperative development exist, in erder-to 
make desirable adjustments; 

roy” 4publ snformation as to the present development 
of cooperatives in different countries be made available 


through the permanent organization recommended in 
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Resolution II.! 

“Two conclusions must be drawn from this resolution. 

"The first is that there is international recognition 
of the reason for which cooperatives exist, that is, 'to 
make it possible for people to help themselves in lowering 
costs of production and costs of distribution and market- 
ings! It is commonly recognized and internationally 
established, then, that the basic economic function of co- 
operatives is to effect savings for their members. Were 
these savings to be taxed away, the cooperative would 
cease to function as a cooperative, would cease to be a 
cooperative in any effective sende. But it is sooperat- 
ives, as cooperatives, the promotion of which the United 
Nations Conference recommends. 

"The second conclusion is that, if to effect savings 
is the function of cooperatives, and the nations are ask- 
ed to adjust (that is remove) 'legal or institutional 
obstacles to cooperative development!, the taxation of co- 
operative savings is decidedly opposed to the spiriuy if 
not the letter, of the Hot Springs agreement. For such 
taxation is the most obvious and the most effective ‘legal 
obstacle! to the cooperative movement. If such taxation 
is imposed in’ Ganada, 10 will be a4 Detrayak of trost , and 
the repudiation of an essential international obligation. 

"For these fundamental reasons, the CCF (Manitoba 
Section) is of the opinion that the present exemption of 
cooperatives from corporation income tax and excess prof- 
its tax should be continued (with the present stipulation 
that cooperatives must not do business with more than 20 
per cent of non-members). 

"A Cooperative is not just another business 


"The argument against the present exemption usually 
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takes the form that the cooperatives, being a commercial 
venture like any other business, should be aad in exactly 
the same way. The assumption ig entirely unwarranted. A 
cooperative organization differs fen an ordinary business 
in at least four ways: 

APLPSt, 1b Giifers inthe purpose tor whien je ae 
run. The primary purpose for which an ordinary business is 
run is to make profits for those who wn it. A cooperative 
is in business to distribute, market of produce goods, ‘or 
provide services, for its member-owners to use themselves. 
Its primary purpose is to render a service at lowest cost, 
not to make profits (in any orthodox Sense). 

"Second, it differs in the method by which it is con- 
trolled. wth private business, in its usual corporate form, 
each share of stock has a vote; one man owning a thousand 
Shares has a thousand votes. Thus a few men can control 
a largs corporation. Ina cooperative, each member has 
one vote, and only one, no matter how much stock he may 
own (and the amount he may own is usually limited). There- 
fore decisions are made by majority vote in a democratic 
manner. 

"Third, it differs in the way its earnings are dis- 
tributed. In private business, the profits are distrib- 
uted to the shareholders, in proportion to the number of 
shares each owns. Every effort is made to make profits 
as high as possible. A cooperative limits interest on 
its ‘stock to a minimum legal rate (say 5 percent). Adi 
distributions of earnings in addition to interest payments 
are made as a rebate to members, in proportion to their 
patronage of the cooperative (in sales or purchases). 

"Fourth, it differs in the manner of admitting new 


customers or 'partners'. An ordinary business usually 
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issues new stock to new shareholders only when it is thought 
that the extra capital will sooner or later increase the 
rate of profit. In general, the fewer partners to divide 
profits, the better. And so far as new 'owning! partners 
are concerned, most business ventures are closed corpor- 
ations. A cooperative, on the contrary, always welcomes 
new member-owners who will use its services. fFxpansion is 
in the interest of aie in general, the more 'partners' to 
decrease the cost of service, the better. And new members 
are admitted on a complete equality of status (one man, one 
vote) with old members, 

"These facts are forgotten by those who want to tax 
the so-called ‘profits! of cooperative enterprises. A co- 
operative does not make profits in the usual sense. Any 
Surplus over expenses shown by a cooperative is either 
returned to the members in proportion to their patronage 
of the cooperative or is reinvested in the enterprise. In 
the one case, the member gets, not a tdividend’ in the 
ordinary commercial sense but a deferred rebate on his 
purchases from or sales to the cooperative. In the other 
case, the surplus becomes part of the members! capital, 
and any earnings from it are again distributed as deferred 
rebates or again reinvested. 

"The criterion for application of personal income 
tax to cooperative rebates is whether or not the rebate is 
a tsaving! or tincome'. In the case of a consumer's co- 
operative, the rebate is obviously a 'saving' made on 
previous purchases; not being income, it is not taxable. 
In the case of a marketing (usually called a producer's) 
cooperative, the rebate is a contribution to the farmer's 
income, and the net income is taxable. This applies not 


only to rebates on sales of produce, but to rebates on 
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purchases of essential equipment and supplies which reduce 
his costs of operation. 

"There is general agreement on this distinction, and 
on the differentiation of taxing policy it involves. The 
dispute arises with respect, not to personal income taxes, 
but to corporation income and excess profits taxes; in 
other words, with respect to what the government should or 
Should not tax in the hands of the cooperative. 

"The extreme opponents of cooperatives would have the 
government tax savings away before they are distributed to 
members; that is, prevent any rebates being made at all. 
Though this may be the hidden purpose of some protagonists 
of ‘tax equality', we may assume it is not the prevailing 


point. of view. 


“Real dispute is over 'Undistributed Savings". 

"The real point of dispute is over what may be called 
the reserves set aside by cooperatives. Here a legal dis- 
tinction is made between réserves that are allocated (that 
is, to the members of the society) and reserves that are 
unallocated (that is, set aside for capital expansion, 
education, eto.). Adétually,? there: isi no valid Gistinetion 
here, legal or otherwise. whether in legal fiction the 
reserves’ are individually allocatcd. or tollectively 
retained in a lump sum, they are the property of the mem- 
bers, to be disposed of as they decide by democratic vote. 
Reserves, or undistributed savings, constitute an undivid- 
ed surplus that is the property of the individual members 
in exactly the same way as the distributed savings have 
already become, and should not be subject to corporation 
income tax or to excess: profits tax, 


‘The claim that this gives cooperative an unfair 
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advantage over ‘private competitors! is not justified, 
since, as we have shown, a cooperative is not just another 
business. It operates from the beginning on an enritely 
different set of principles, aecording to entirely different 
rules, which are legally recognized in dl democratic coun- 
tries. Therefore there is no tcompetitiont in the strict 
sense, fair or unfair, between cooperatives and private cor- 
porations. If a cooperative takes customers away from a 
private company, that is not because the cooperative uses 
unfair methods, but because more people see the value in 
another way of business that is everywhere recognized as 
fair and legal. If the cooperative proves to be a superior 
type of business, the advantage is inherent in its basic 
principles, not in its methods of operation, which are mere- 
iy Gpplecavions Of princi pile. 

"The assumption throughout is that only bona Tide, 
legitimate cooperatives are included in the term !cooperat- 
ive', At present, some non-cooperative or Semi-cooperative 
organizations slip through the meshes of the law, and en- 
joy the privileges of cooperatives without the responsib- 
ilities of cooperatives toward their members. MThis is one 
respect in which the present legislation must be drastic- 
ally revised, to ensure that only those organizations 
which meet the basic requirements of a cooperative are 
allowed the privilege of incorporating as cooperatives. 

This will eliminate one source of confusion and dispute 
as to whether for taxation purposes, cooperatives should 


be placed in the same category as other businesses. 


"Experience of England and U.S.A. 
"The experience of England and U.S.A. with respect 


to the taxation of undistributed savings should be 
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enlightening. The cooperative movement in pngland until 
1935 enjoyed all the regular privileges of legitimate co- 
operatives. No corporation income tax was paid. This was 
true (until the war) of most Ruropean countries. But in 
1933, among other measures of a reactionary Havisee., ihe 
National Government imposed corporation income tax on 
undistributed savings. This decision was strenuously 
opposed by cooperators and friends of the movement. The 
cooperatives in England have not accepted this tax, and 
expect, to regain. their legitimate privileges irom the 
first. friendly, government.) There. is no, reason why we in 
panada should accept, asthe, basis.of our policy the pre— 
cedent established as one element of a reactionary social 
polloy by, thea Tory majorisy dbyehe Zovermmen tom vis 
United Kingdom. 

Mine. series. of Cecasions, ‘Une Us (Getiak Cour Rosi aa 
heid the right of cooperatives to tax exemption on their 
Yundivided savingst. The stipulations is that the records 
of the cooperative must show that the reserves belong to 
the members, and that articles of incorporation and by- 
laws must show that it is under a direct liability to 
refund these sums to them, if desired by the members. 7a 
the famous Midland case, the cooperative won because it 
was proved that Midland assured the member-owners of their 
right to demand the return of overcharges in cash (if 
they desired cash). This right of member-owners is auto- 
matically supplied by any bona fide cooperative, properly 
incorporacved . | 

"One of the latest decisions concerned the Milk Pro- 
ducers Association of central california, and the reasons 
given are interesting: ‘The amounts in question were 


credited to the general retains account in terms of 
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dollars and cents, and aécurate records were kept ror 
each member, showing the amount of butterfat delivered by 
cach member to the corporation. fTherefore it required only 
a mathematical computation to determine at any time the 
interest of each individual member in the general retains 
Eweloneie (The Manitoba Go-operator, Jan. 1, 1945.) 

"In other words, even unallocated reserves, in the 
strictest legal sense, are tax-free if accurate records 
are kept of the business done with cach member. In a sim- 
ilar way, the wheat pools of western canada, which keep 
accurate reoords of the deliveries of wheat made by each 
farneremembér, should be exempt’ from taxation’ on their 
reserves, whether such reserves are individually allocated 
or set aside for general expansion, educational purposes, 
or any other disposition collectively decided by a dem- 


ocratic vote of the members. 


“Nature and Purposes of Modern Taxation 

We have argued that the position taken by those who 
oppose the right of cooperatives to tax exemption is based 
on a complete misconception of the nature and purposes of 
cooperative organizations. Jt should also be added that 
it is based on a complete misconception of the nature and 
purposes of modern taxation. 

"The whole theory of taxation in democratic societies 
is that takes are a method of réedistributin= national 
imeome,- Surpluses ‘of anrcome\or or proerite ere returned to 
the people, by way. of essential services, through the 
agency of the state. This becomes increasingly true as 
the state assumes more and more responsibility for social 
security. But taxes are only a means to an end; if the 


same end is served as well by another means, to that 
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extent taxation is unnecessary. With respect to redistrib- 
ution of income, the cooperatives represent another way or 
achieving the same end, directly, and without the agency 
of the state. Business men who argue against the tax ex- 
emptions of cooperatives, on grounds that their own 
businesses pay taxes, are actually opposing the whole con- 
cept of redistribution of purchasing power. They are thus 
Sabotaging a fundamental instrument of social policy iff 
modern society. The logic of their position is revealed 
by those extremists who claim that private business should 
not be taxed at all. The CCF position is that redistrib- 
ution of purchasing power is necessary and desirable, and 
that the cooperatives are an efficient and democratic 
instrument to that end. 

"The charge that cooperatives are interested only in 
their own members is absurd, because, first, cooperatives 
are interested also in performing a social service by 
democratic means; and, second, because their membership is 


not limited, but is open to all on terms of equality. 


"Community Services Performed by Cooperatives 


"A cooperative in any community becomes a public ger- 
vice to the community, to the extent that the community 
Supports it. A cooperative in such a position is not only 
free to render special community services, but has every 
motivation and reason for doing so. This fact is proven 
by the long record of community services which the co- 
operative movement has to its credit. Investment in a 
community project is one method of distributing the div- 
idends of members. The decision is made democratically 
by the members themselves that, instead of retaining 


their dividends individually, they will pool them for use 
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in a certain project, These projects have included 
cafeterias, community centres, land improvement, housing 
schemes, medical benefits, health clinics, educational 
projects, folk schools, youth programs, to mention only a 
few. 

"A most instructive example is afforded by the cooper- 
ative at Davidson, Saskatchewan. During the depression, 
this cooperative initiated several community projects. Tt 
took over the livery barn so that children driving to 
school could have a place to put the horses. When some of 
its members went on relief it started an emergency benefit 
scheme. When the local tinsmith went broke, it took over 
the shop, paid him a living wage, and ran the shop for 
its members. Its latest scheme, now being worked out is 
to get a doctor, a dentist, and two or three nurses, to 
start a medical centre. The members are willing to con- 
vert their patronage dividends into 'stanby services! of 
this nature. Their pooled resources will provide compre- 
hensive health services, mainly preventive. (Winnipeg 
Tribune, Feb. 1, 1945). 

"Two observations should be made here. One is that, 
if taxed, this cooperative would not be able to provide 
such a Service; while conversely, the cooperative's 
initiative relieves governments of the necessity of pro- 
viding such a service to the community. The province of 
Saskatchewan is now planning a complete system of pre- 
yentive health services. The Davidson scheme presumably 
will be in operation before the province can put such a 
system into effect; but the Davidson scheme can be 
integrated with the provincial system when it does come. 
There is no necessity for conflict, and a wise govern- 


ment, on the contrary, welcomes such expressions of local 
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initiative, which decentralize administration. 

"This is a good example of untaxed cooperative sav- 
ings providing exactly those services for which the tax 
revenues of the state are increasingly being utilized. on 
grounds either of financial necessity or of democratic 
theory, there would seem to be little purpose in imposing 
corporation taxes on such cooperatives. 

"The second observation is that such examples of local 
initiative on the part of cooperatives are in the best 
tradition of self-reliance, independent action and genuine 
free enterprise. This type of free group enterprise is 
welcomed by the CCF, and no one would want to see it 
crippled, by taxation. As Henry wallace has remarked, 'The 
philosophy of the future will endeavour to reconcile the 
good which is in the competitive, individualistic, and 
libertarian concepts of the nineteenth century with the cc 
operative concepts which seem to me destined to dominate 
the late’ twentieth century.'! That philosophy is vetng 
worked out in Canada by our Canadian cooperatives, and we 
owe it the fullest and freest opportunity to develop, un- 
Hingeread by Testrictive Taxation: ons the part Ostet erate. 

Mltvimately, onets point’ of view on™ the caxavion er 
eooperatives depends, not upon’ the Technics!” tesuscean 
dispute, but woon one's conviction (or lack of conviction) 
of the economic and social values of cooperatives. 


Democratic Nature of Gooperatives is 
_final Answer 
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“The resolution of the Hot Springs Conference has 
ably summarized these values of the cooperative movement. 
They may be restated in the words of George Mooney: '¢t0On 
the one hand cooperation serves to curb the growth of 


monopoly; secondly, to check the wastefulness of private 
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business; thirdly, to restore to the community in the form 
of patronage dividends additional purchasing power that 
would otherwise flow into profits distributed among the 
comparative few. Finally, it provides a mechanism whereby 
the business of the market place can be brought under dem- 
ocratic controlt. (Cooperatives Today and Tomorrow: A 
Canad Ian Survey, pw le). 

"The democratic nature of cooperative organization is 
the final answer to the opponents of the present tax exemp- 
tions for cooperatives. In every way that the people them- 
Selves, locally organized, take into their hands the admin- 
istration of the nationts economic life, is the health of 
society advanced. The local cooperative provides one of 
the best means of decentralization of power under democrat- 
ic control. From participation in the management and the 
educational activities of cooperatives come more intell- 
igent citizens, whose contribution to the democratic 
soclety of tomorrow will be of increasing importance. 

'The society of the future', declares Henry wallace, ‘will 
not only emphasize the cooperative welfare as contrasted 
with individualistic competition, but it will emphasize 
life as contrasted with mechanics. The cooperative phil- 
osophy is the vital idea of the twentieth centure that is 
bound to translate itself in time into the hard Pacta ver 
social mechanisms and reality. Nothing is more important 
than that more and more people become actively imbued with 


the idea of a cooperative society.'" 
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H. MOORE 
Secretary, 
Food Distributors of Manitoba 
having been duly sworn, 
testified as follows 
BY MR. PARKER: 
Q. Did you prepare this brief? five ' Less 


Q- Has it been submitted to your association? 


@.- “Ine whay Torn? A. It was approved by the execut- 


ive. 
Q- Consisting of how many members? A. Twenty-two, 
Or S22 present? A. Yes. 
Q.- And how many actual members have you? i Speeds 
Q.- ‘It was not submitted to the membership at large? 
fin ~NO% 


@.- Will you read the brief? Aw*"Tb*4ds as Lolows: 

"This brief is presented by’ The Pood Distributors of 
Manitoba, a corporation composed of 580 members including 
retail govers, retail butchers ,-genéral merchants, whole- 
sale meat dealers, and processed meat manufacturers; in 
Greater Winnipeg, and throughout the Province of Manitoba. 

MWe base our protest’ on principles for one’ rellowug 
reasons. We believe the present protection’ from taxation 
given to cooperatives, whereby they are enabled to accumu- 
late their profits, 1s neither fair, just, or reasonable, 
and a decided detriment to all other independent retail dis- 
CLUDubors, as welloas; 
(1) Deliberately destroying private enterprise 
(2) Definitely defeating progress by destroying initiative 
(3) Develops unemployment, which in turm creates poverty 
(4) Is unfair competition to all other business interests 


(5) Tends to defeat our government out of much needed 
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revenue, which in turn, places an added burden upon 

those who pay taxes, i.e., all other business inter- 

ests, and taxable wage earners. 
"With respect to 'Private Rnterprise! 

"The fact that cooperatives are exempt from taxation 
of their income, profits, or surpluses, call them what you 
will, it means the same, enables them to accumulate all 
Lak 2ree prorits and to use them as OpSTatvine Tanda. wiht s 
private enterprise are unable to do, as they are required 
to pay taxes ~ corporation, income and excess profit 
taxes. The question has been asked - what is the defin- 
ition of profits? Our viewpoint is that profits - income, 
surpluses, whatever you choose to call them - are any 
pecuniary gain in business, or elsewhere, i.e., any 
pecuniary gain procured legally or illegally if it can be 
discovered, from merchandising or otherwise, after 
deducting legitimate costs, expenditures and overhead. 

If cooperatives can, and they do, accumulate capital in 
Lheats Manner. what else can 1tsbe'dalled butupromics. 

"A corporation, company, or private business, other 
than @ cooperative is taxed on all income, less allowable 
deductions, no matter how these earnings are ultimately 
used -- all these profits of business interests other 
than cooperatives are taxed as their income, regardless 
on whether they are lather paid soul. im pertyaror mon ie 
tO ehereholders, or partners as cividends oe eon 
whether these profits are held for some other purpose, 
such as contemplated expansion in business. mThen further, 
if these business interests, other than cooperatives have 
earned in excess of their usual or what is termed 
tstandard profits! they are required to pay the excess 


profits tax. 


ieee 


SUG . 


-2261- | Mr. Moore 


*"Gooperatives, on the other hand, while existing and 


operating under similar economic conditions, under the 


game corporation laws, and protection as the non-cooperative 


businesses, pay less if anything at all, towards the up- 
Keep of the dominion, This, in our opinion, 26 Untair and 
contrary to all business ethics. 

"Tf these cooperatives continue to progressively in- 
crease as they have been doing in the immediate past, the 
Momori ty of other business interests may find it necessary 
to adopt the cooperative system, then what will happen? 
Who will pay the taxes? The present situation governing 
cooperatives, if: continued, will in our opinion tend to 
develop a monopolistic state of affairs. There will oa 
no such thing as private enterprise. Then what? will we 
then have democracy, socialism, or dictatorship? 

MWe do not know of anything to take the place of pri- 


vate enterprise today; then, do not let us destroy it. 


“initiative 

MA cooperative is a controlled body, controlled by a 
governing committee, sometimes, probably more often lby 
inexperienced men and/or women, creating an ever present 
danger ee health of every communitye..We refer par- 
ticularly to cooperatives handling foodstuffs destined 
for human consumption. These committees or governing 
bodies control and dictate the policy of the organization 
as to how they will buy, what they will buy, when they 
will buy, and from whom they will buy, and also determine 
the handling storing, preserving and distribution of 
supplies - foodstuffs for human consumption. In other 
words, these cooperatives, whenever possible, buy, Tor 


and from themselves, and sell to themselves. In view 
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of this state of affairs what incentive will our business- 
inclined young men and women have to take any chance of 
investing what money they have saved for the Purpose OF 
going into business for themselves if they have to com- 
pete against such conditions. How many of our young 
returned veterans from the present war may have the desire 
to--and if we take what happened after the last war as a 
criterion, many of them will desire to go into business 
for themselves--what chance have they to succeed if faced 
by Such unfair competitive activities. They will require 
to pay taxes on their profits or income, while their com- 
petitors, these cooperatives are exempt from taxation and 
can defeat them two ways: 

(a) Sell at prohibitive prices to get the business, 
which they are better able to do being exempt 
from taxation; 

(b) Can accumulate their free tax profits, which they 
can and no doubt will use to eliminate the pri- 
vate business interest. 

E33 revicwing the evidence so far placed before this 
Commission the question of how these cooperatives were 
deliberately forcing many of our independent private 
business interests to sell out to them has beén mentioned, 
Our viewpoint from a brief Survey would not support that 
pire anon as a matter of fact, the cooperatives do not 
require to use force. As the old saying goes 'there are 
more ways of killing a cat than by hanging it’. The usual 
procedure taken to acquire, or buy out independent stores 
is as follows. In many districts, particularly farming 
districts, these cooperatives are formed by the farmers 
themselves, farmers who were the customers of, and the 


‘lifeline’ of the independent merchants in those districts, 
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without them the independent merchants could not exist. 
These farmers or their appointed committee would approach 
the merchant and state they had formed a cooperative, and 
rather than open a store as a competitor Uiey vOLT er “bo ebiy 
the merchant out. What can the merchant do? what would 
you do? Whether you call this method force or not is 
probably a debatable question. We have a man working for 
uS now who was bought out in that manner. The terms of 
purchase were a small cash payment, the balance being paid 
out. of the profits as they came. in, 

"The present cooperative system is definitely destroy- 
ing the initiative necessary to progress, and freedom in 


business, 


“Unemployment: 

Me can only judge fairly any situation with any degree 
of correctness by experience, and experience has shown 
that these cooperative stores, being owned stock, lock and 
barrel as it were bythe “members, if" this ae not so. te 
not a true cooperative, and the members, feeling it is 
their own store, and no doubt being anxious to recover as 
mach profit as possible, part of which they probably ex- 
pect wilt be paid'’to them,” sooner or Tater. an the tom 
of dividends tolerate much less service than they would 
tolerate in any privately owned store. It is therefore 
no secret that cooperatives do not employ as much help as 
the independent operator. This definitely creates unem- 
ployment. 

"Many of the independent owned stores bought out by 
cooperatives, many of them no doubt bought by accumulated 
capital from tax free profits, from other cooperative 


units already established, were stores owned by men and/or 
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women who had invested their all to provide a means of 
livelihood for themselves and their family for LATS. but 
when they were bought out in the manner already mentioned, 
bought out in many cases at a price that did not mean much 
to them, at a price that did not provide them with the 
means of a retiring independency which they may have had 
with their store investment. What ultimately happens? 

The result is that both the merchant and his employees, if 
any, are left out on a limb as it were, looking for work-- 
hone available that they can undertake--a difficult posi- 
tion to be placed in today, and will be much more difficult 
when the war is over, thus adding to the unemployment list. 

"If .these cooperative stores were subject to the same 
basis of taxation as the independent stores, instead of 
being exempt fromtaxation, they would never have been 
able to accumulate any tax free capital to purchase any 
business, and the independent merchants would still be in 
business. If, on the other hand, they were able to buy 
any business with capital obtained otherwise, the mer- 
chant might not.be willing to sell, it being his liveli- 
hood, and if the cooperative opened their store as’ 4 
competitor, the merchant could only consider it as fair 
competition, and no danger otherwise. Fair competition 
is the “Life of trade, and the Food Distributors in 
Manitoba are not afraid of it. 

"The establishment of these cooperatives in any dis- 
bFict does, therefrore;-in our opinion, create unemmoloy— 
ment, and unless they are brought under the same taxation 
basis as private enterprise, it will be an ever present 
danger in that respect, and will be more so under normal 
conditions. 


tUnemployment fosters poverty, discouragement, 
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unhappiness and crime, 
"Unfair Competition 

"Is there any question of doubt, that under present 
conditions whereby cooperatives are exempt from taxation, 
corporation, income or excess profits tax, that such exemp- 
peomiis Umrair.s |, het aus take e.an example any town or 
village with two stores; one store is owned and operated 
by an independent merchant, who has been a pioneer in the 
industry; who has been an indispensable part of 5. Ene 
bulwark of, the residents in that community for many years, 
more years than one cares to look back upon -- established 
long before cooperatives were ever thought of there; prob- 
ably he fed, clothed, and otherwise took care of everyone 
in the district when in need, by extending credit to them 
during times of depression or between harvests - performing 
the service as a duty to the community, often at great 
Sacrifice. In many instances merchants have had to write 
off large sums as bad debts, uncollectable, on money that 
he hagwalready -paid the income taxi ones “This merehant ac 
today subject to taxation of his income, profits,surplus 
or whatever you choose to call it, doing his part cheer- 
fullystorsharesin the upkeep or tine state. 

"The other store 1s'a cooperative), eomposed of 4 
group of members, farmers and others, many of whom were 
amongst those whom the independent merchant maintained in 
time of need. This store under the existing law tis exempt 
from texationt of inoome, profits, surplus, whatever ou 
choose to'call it and is thereby in a much more favour- 
able position - in a position to accumulate all taxfree 
funds -—- and can and no doubt will, use these funds in 
many ways to the detriment of the old established inde- 


pendent merchant, who may be obliged to choose between two 
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evils - sell to the cooperatives, or £0 DADETUDta™ AS .a8 
matter of fact, many of these cooperative stores do not 
confine their sales to members only; they will sell to 
almost anyone who has the cash to buy, and no doubt the 
members of the cooperative concerned will share in the 
profits of these sales in the form of dividends, sales 
that should have been refused and should have gone to the 
independent merchant. his ig also an unfair trade prac- 
tice and should disqualify such cooperatives who are not, 
in our opinion, true cooperatives. 

"However, let it be understood that as far as the 
independent retail food distributors in Manitoba are con- 
cerned, their protest as now presented is not directed 
against the establishment of cooperatives handling general 
MeTenandise, or any other stores for that matter; they are 
pour eireaid of Tair competitions but they do protest the 
present state of affairs, and they feel it is only fair 
oo expect, and demand, that af any community of farmers, 
or others, or both, take it upon themselves to go into 
any competitive busirm ss in addition to their own par- 
ticular adopted sphere of effort as a 'side line! or for 
any other reason, ‘for profit! they should only be allowed 
to do so on an equal basis with all other business inter- 
ests, with respect to licences, controls, taxation - other- 
wise there will be permanently exist discrimination, unfair 


and unjust competition. 


"Government Revenue: 
"In Saskatchewan during the fiscal year ending April 
50, 1944, the following figures were released in our local 


press, November 16th last. There were 
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"859 Cooperative organizations operating in 
2,270 different localities, with 286,333 members -- 32.1 
per cent of the 1941 census -- 889,000 with assets of 
$94,000,000. The volume of business done was #182 ,451,000 
being an increase over the previous year of 56,000 members, 
and $77,000,000 in volume of business. 

"If we take the figures from all of the cooperatives 
throughout the Dominion of Ganada, the loss of revenue to 
the government in the form of taxation would be an enor- 
mous amount, revenue that would and should have paid taxes 
if cooperatives were subject to the same conditions imposed 
upon private enterprise. 

Whe has to take care of those losses of revenue? why, 
che independent business interests and the taxable wage 


Carmers , “Ol course. 


"General Remarks: 


"The following questions were raised during the sgitt- 
ings of this Royal .commission: 


WHAT IS A CO-OPERATIVE? 


"Our definition of a cooperative is a body corporate 
composed of shareholders who are legally authorized to 
act in some business venture or service which is confined 
to members only, who are really the shareholders. 

WHAT IS A CORPORATION? 

"Our definition of a corporation is a body corporate 
composed of. shareholders who are legally authorized to 
act in gome Bees Venture 25. 0ne. Unit. 

WHAT IS THe DIFFERENCE BETWEEN THE TWO? 

"Tn our opinion, there is no difference other than the 

name. The one is composed of a group or body who call 


themselves members. The other call themselves shareholders. 
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We cannot see any difference between a joint stock company 
which pays dividends to its shareholders, and a merchandis- 
ing cooperative which pays patronage dividends to its mem- 
bers, 

"Mr. Ross, Solicitor for the alberta Farmers Union, an 
addressing the Royal commission in Edmonton, argued against 
the use of the terms profits, consumers O1Vidends. foun 
all of which he claimed was pure Savings only, of the men— 
bers of the cooperatives. He further claimed that the sur- 
plus, or profit, was the income of the farmers and should 
only be taxed when it is in the hands of the farmers. He 
said to subject these profits to the corporation tax first, 
and then again as income of the farmers, would be taxing 
the same income twice. This is exactly what is being done 
to all other business corporations, and if any change is 
inade in the system, such change should apo ly vequs ivi 
glen ee | 

"The question of who is involved should not enter into 
this investigation, whether it be farmer, merchant. sor 
wage earner. The issue before the commission as we under- 
stand it is whether it is right and proper that cooperat- 
ives should be allowed to carry on any profitable business 
without being subject to the same regulations and laws, 
including taxation,as all other business interests. 

"Tt is generally admitted that the exemption eines 
operatives from taxation is unsatisfactory, UR AW ATS inks ai 
demanding a clear, just and reasonable basis of taxation 
On an equal basis be established. 

"Respectfully submitted. 


Foor Distributors of Manitoba.* 
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BY MR. PARKER: 

qa Has your association given any consideration as to 
what changes should be made in the law to correct the dis- 
crimination of which you complain? ae) NG. They would 
be satisfied if there was equal taxation. That is what we 
desire. 

ihe That is as far as you have gone? fen VOes 

Q@. On page two you ask a question but do not answer 
10. Can you answer it for us? “In the third paragraph you 
say: "There will be no such thing as private enterprise. 
Then what? Will we then have, democracy - socialism - or 
dictatorship?" What do you think we shall have? 
A. I dontt know whether I can answer that. «If it becomes 
all cooperative it will be socialism, 

Q- I thought socialism meant that everything was con- 
trolled by the state instead of By individuals: 
A. A friend of mine was talking about Baton and company 
and someone said that they had too much business, and 
slother man said, tl wish they had ib aii) Ghen er was 
asked why, and he said, "Then we would take it over at 
once." He was asked who “we were and he said, "The 
Bueve,” Sirheo 2S what happens to cooperatives. 

Q- In the next paragraph you use strong language. 
.OuU Say: "4 cooperative ve a controlled body, controled 
oy the governing committes, sometimes, probably more often 
by inexperienced men and/or women, creating an ever 
present danger to the health or every “commnity.” What do 
you base that statement on? Ay “PRere, are spogay, / Doth 
in the country and in the city, quite a number of stores, 
I think I am safe in saying hundreds of stores, being 
operated by people who really dontt know what they are 


ioing with foodstuffs that are going into peoplets homes. 
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They don't know how to take care of goods. 

Q- Do they not know as well as the retail distributors? 
A. I am taiking about retail distributors. 

Q- I am talking about retail people who are not co- 
operatives. Aren't their stores in as good shape, as far 
as [oodsturfs are concerned, as those of the people you 
represent? Why do you make that statement? A. The people 
we represent are altogether free from that, but we believe, 
in fact we are sure, that a lot of the people handling 
foodstuffs should not handle it. 

Q. On page three you say: "These farmers or their 
appointed committee would approach the merchant and state 
they had formed a cooperative, and rather than open a store 
as a competitor they offer to buy the merchant out -- what 
can the merchant do?" DO you know of any cases where that 
is done? A. . SHereris, one man work ine Lom us: At was 
Pate Onis . That See an example. 

Qe Did he sell ut? A. What else could he do? fhe 
farmers were his customers and they would start up them- 
selves. 

Qa. Is there any objection to that? A. We are not 
objecting to the cooperatives being established but against 
their being free from taxation, 

Q- On that same page you say: NTt 1S therefore no 
secret that cooperatives do not employ as much help as the 
independent opérator.* A. We believe that, 

Q. What do you mean by that? A. It is their own 
store and they will tolerate plenty where there ig no tol- 
erance for the independent merchant. If he serves me badly 
I will go out and won't come back, There is no doubt about 
that, Mr. Parker, 


Q- I would think there would be considerable argument 
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about it if I were talking to a cooperative manager. Thes 
are only samples of the sort of statements you are making 
in this brief. 4re you making these statements on your own 
personal knowledge after going around visiting stores, or 
are you drawing on your imagination? Bat NOR tL a Ore- 
pared to make those statements that are down there any 
time. 

BY MR. SOCARTH: 

Q. Had you any statistics of the number of merchants 
who quit by reason of a change in stores? Be O's 

Q. Or the number who have left business by reason of 
going to other penires? ives NOs 

Q- Have you thought of the effect of savings or prof- 
its going back into the community rather than to the 
store? ee 2 oon Sec phat. 

Cee sre You talking (ot Gountry stores? e.. Bram 
speaking of cooperatives anywhere. 

Q. Wherever they may be? A SN Bek St 

Q- The money does stay in the community, however? 
i+ I don't know what they do with the money} I could not 
pe LL you pnau, 

Q- Where the cooperatives open up and run their own 
business they do it for their own benefit? AS (TRS Vy na re 
not doing it against themselves. 

Q@. I am taking your own statement. Ae “TL heve: sevd 
bhatt here and I mean it, 

Q. And the money stays in the community? Ae Loud 
not say that. 
| Q. Iam asking you now, A. I don't know what they 
do with the money but I do know they don't pay taxes and 


L think they should. 
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GO. “Thee 28 the UBS pont yous ake Sure: or? ha NOS. 
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THE CHAIRMAN: That concludes the sessions in Winnipss, 

MR. P4RKER: That concludes all the business in Win- 
nipeg, so far as I have knowledge. 

THE CHLIRMLN: May it thank counsel of Winnipeg, for 
their great assistance in the work the Commission is try- 


ing vo do. 


eee3e¢ 


The Gommission thereupon adjourned to meet in 


Toronto on Monday, February 12, at 10 a.m, 
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